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SALE  OF  FARM  LOAN  BONDS 


THURSDAY,  OCTOBEB  13,  1821. 

United  States  Senate, 
toxMRTBE  o»  Banking  and  Currency 

Offiif  n'^^^^P^f^'^ant  to  call,  at  11  o'clock  a.  m..  S^!tsOS  sJLt> 

OfficeBuildiDg,  Senator  Samuel  M.  Shortridtre  presidin-  ' 
wSS^    Senators  Shortridge  (chairman  of  subcomiittce),  Fletcher,  GUm,  aixf 

The  subcommittee  had  under  conrideiation  the  hilln  S  koo  a- 
pnvileg^  to  farm  loan  bonds.  promot/thJS^^irSnd  for  o\Sp™ 
to  amend  section  3  of  the  act  of  Congress  of  Julv  17,  1916,  fcSSiS^i^f'FS«i  fcS.' 
toan  act,  which  are  here  printed  in  f uU  as  foUowB:  «»«  reoeeal  fum 

(8. 13^  8ix^<«Bnoth  Cancwn,  flist  MBsioB.l 
A  BILL  T«  extend  Kdfmant  prinie^  to  fcmi  !«m  bond.,  promote  their  sale.  r»„d  for  other  purposes 

diwct  obligation,  shaU  be  eligible  for  discount  by  any  Fedeiai  reeerveScl 


[S.  2183,  Sixty-seventh  Congress,  first  session.] 
A  BILL  To  amend  section  3  of  the  .a  of  Conc«^ 

^  Be  it  enacUd  by  the  Senate  and  House  of  Revresentatives  nfthe  TVnif^^  • 

KeSrL°2^^  S'foE'"'''''  to  the  auh  offlce." 

"Said  Federal  Farm  Loan  Board  i^iall  ccmaist  of  four  memhM  in^w;,..*  c 
letoy  o(  the  Treasury,  who  .hall  be™e^S?^d  «  „ffll"1SI  ^ 

«nt  Of  U»  Senate.  Of  the  two  uemben  to  be  appointed  by  tie  Preaident.  not 

t 
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than  one  .hall  be  appointed  from  of  .PoJit^tPJ^J' ffi^  d?!Ste  S^il  S^t^^^ to 
appointed  shall  be  citizens  of  the  Umted  Stotes  and  shall  dev  o^^^^^ 

Sve  for  two  years  and  one  for  lour  yff".J^t^^^  fof ?  "^bv  th?  &ent. 

take  and  subscribe  to  the  oath  of  office/  j  5     ^  Retchtr 

JiSSiSSS;  S.  2iS3,  aad  U«  com- 

mittee  will  be  glad  to  kear  you,  Senator.  .  ■ 

Apparently  legislation  of  this  character  is  abaolutdy  essential  it  we  are  w  ms,^ 

tenants,  the  value  of  tr'.^P'^Satl^^i^S.r  ot  tte  fart  tffi^  industry, 
the  products  in  1920,  and  other  data  beimi^^tte  »J       ^  ^       ^gj^^^,  p^os- 

ISr^?t^Ton"of?L3sh^^^^^^^^^^^ 

in  legislation,  agriculture  is  t^^at  md^try ,  and  the  peop^^ 

to  every  consideration  became  Uiey  are^pMp^wn^^^^         qualifdng  to  some 
Perhaps  1        ^X^""^ I  am  about  to  make  to  the 
extent  for  some  ol  the  views  and  ^P^^^'^.^t^reS-tions  are  in  connection  with 
committee,  I  grew  up  on  the  bright  ade  and  the 

the  hardships,  trials,  and  difficulties  of  a  farmer  ^^"Z^^  j       engaged  in  the 
dark  side  of  that  occupatxon^m^        elj:ted  Jotte  Senate  1^^  ^  ^ 
practice  ot  l^J^- had  been  for  ^y^  i^^^^ 

my  stock  in  the  bankand  resigned  as  Pjeai^^^' P!;;.''^^^^^  interests  I  have  never 
Wsome  conflict  between  my  P"Jl\f  duties  and  m>^pn^^^^^^  1  influenced 

since  I  have  heen  here  found  f     t"?^^,^^^^^^^^^!^  t^^^^^  disadvantage  wken 

by  that  interest,  and  perhaps  I  did  what  X,^SMhere  I  have  devoted  nights 
I  severed  all  connection  witiibanlang.Sww  coi^ 

and  dava  and  months  <f  the  study  of  tiiegOTWjI  sub^^^^^^^  agricultural 
sometimes  agricultural  finance  and  sometimes  designatea  as  tne  i  r  ^ 

problem,  a^  1  beUeved     f P^f oriSi^ion^^^^^^ 

statute  book  one  of  the  most  important  pieces  "  faimen'  chief 

be:*use  I  thought  it  P^e^^ Vnon^S^  wMcrb?cSSt  m^t  t^  capital 
problem-supplying  him,  upon  ▼Jicn  M  ro^^  .         ^.^  ^^^^^ 

for  his  industrv  at  a  low  rate  of  ^^^y^^^J^^^^^^  then,  nor  do  1  so  claim  now. 
I  do  not  claim  tiat  that  legislation      J^l^'^JS^P^^^^^  and  I  beUere  that 

I  think  as  time  goes  on  we  will  see  the  neea  01  some  luxy 

this  proposal  loolu  in  that  du-ectoon  historv  of  the  Government  to 

The  efficacy  o  this  fV^tem-^U'  There 
establish  a  finanoialsystem  toijwtthen^^^^^  ^^^^^^^  ^^^^       3  tern 

la  no  longer  any  quesUon     f^'^'i^  The  farmers  of  this  cotmtry  have 

win  do  for  agriculture.    It  has  ^^een j^enionstnitw^^^  ^^^^  , 

been  accommodatcKl;  money  haa  l'^*'"  J0"°d  It^^^  ^fe" as  thev  remiire,  to  the 
annum  interest  with  amortizauon  just  SUA  as^e^  Uk^^^^^^^^  j^^^^ 

amount-accordiug  to^^^^^x}  ^'nSf^to  $364  7:58,851,  net  loans,  and  in 
f443, 399,514. 


8MUI  <OT^  MMf  iXMOr  >aoiiM 


The  syatem  haa  been  attacked;  it  has  ite  enemies.  It  did  have  from  the  start,  and 
ithasyet.  We  might  aft  well  face  that.  There  are  people  in  this  country  who  would 
like  to  see  the  ffvstem  fail.  ,  -*  ^     a  m 

One  effect  of  the  operation  of  the  act  has  been  to  reduce  the  iate^iat«Bt  all  ow 
country,  not  only  tolMtters,  but  in  burinew  trMuwctfons  as  well.  That,  olcoui»e, 
4mA  not  ifieet'With  the  favor  of  certain  people.  I  mention  that  as  one  reason  for 
aoitagttiiflm  to  the  svetem.  Thope  interests  that  had  made  money  in  negotiating 
loans,  charging  commissions,  and  exploiting  the  fannera,  more  or  less,  attacked  the- 
law.  claiming  that  it  was  unconstitutional.  '   \  _    .  '      '  \ 

We  know  the  result  of  that  Utigation.  The  Suptem©  Court  of  the  United  State* 
luu  upheld  its  validity  in  all  its  essential  and  important  phmeaoBH.  But  that  litiga- 
tion lasted  about  15  tnoBths,  during  which  time  the  system  was  not  fnnctionnig:  it 
began  reallv  as^ain  to  fimction  last  February— I  think  that  was  about  the  time  the 
decision  of  the  Supreme  Court  was  rendered;  1  have  it  her^last  February,  and  the 
Farm  Loan  Board  prettv  soon  started  afresh,  ^fhey  di«cvded  the  apphca^eitt  that 
Were  pending,  aiidf  all  tbirt  «ort  6f  tMng,  And  started  anew  almost;  they 
apbniim,  1 1*ilik,  Be&dit  seems  to  ntethev  have  been  unnec^^ganly  di!aton%  although 
I  do  not  mean  to  critirize  the  board,  but  it  seems  to  me  there  was  a  long  delay  about 
getting  started  again,  because  I  think  they  should  have  been  prepared  to  go  at  once 
uito  closing  up  the  pending  transactions,  and  letting  the  farmere  have  th«  Wsmtff 
th^Sad  applttd  Wld  Itiimy  applicirttoto  Otight  to  have  been  passed  upon 
ftnd  ready  for  action  and  approved,  because  I  do  iiotthMk  the  board  ever  ought  to 
have  assumed  that  this  act  would  be  declared  uncoiiBtituti<Msal  at  all. 

The  Chairman.  But,  Senator,  the  delay  of  16 inonlJiB neoewurily  hdd  up  the  grantr 
ing  or  withdrawal  of  given  applications.        '  '^-^       '  ''"J  1         '  \  ^v* 

Senator  Fletchm.  I  grant  that;  but  what  I  wMi  to  ^HphaAfce  is  lhat  ttiey  ought 
to  have  b^n  bwpared  to  jump  immediately  into  the  breach  mim  that  decision  was 
handed  down,  and  fiunished  the  funds  to  meet  the  applications  which  oueht  to  have 
been  passed  upon,  it  seems  to  me,  in  the  meantime,  and  ready  to  be  closed  up. 

Senator  Glass.  But  is  it  not  a  fact  that  there  were  62  milhenfl  of  apphcatioDs  T^MOd 
tffeon,  and  did  Hot  the  board  proc^  10  functiott  ad  aeon  w  it  c<mld?  It  could  not 
l&etidn  without  funds;  it  could  not  get  fanda  without  adhng  thoae  bends,  and  it 
<iould  not  sell  those  bonds  over  night.  •    v  ■ 

Senator  Fletcher.  I  am  coming  to  that.  The  pomt  I  am  making  is  that  mmy 
ludffment  they  ought  to  have  been  ready  to  issue  those  bonds  at  once,  and  to  yvo 
gotten  the  money  sooner  than  they  «d/ T^iy  Md  Hot  get  tho  mao^  Ittttt  ilMrat 

Senator  Glass.  They  got  the  money  as  soon  as  they  could  aell  the  bonds.  They 
experienced  a  great  deal  of  difficulty  in  selling  the  bonds.  ,  *i. 

Senator  Fletcher.  It  took  them  though  from  February  to  June  boRMe  they  irwe 
ready  to  go  ahead  making  the  loans.  It  «eeM  to  me  that  that  ^  aa  inmece^^ 
d^f,  uSl  that  is  very  material.  They  did  offer  at  once  forty  millions  of  bonds— or 
di  Boon  as  they  got  them  ready— forty  miliums  <rf  boads,  and  they  were  taken  up^ 
most  of  them,  within  10  days  or  so  

Senator  Glass.  Oh,  no;  not  in  10  days.  li^^        ^  "ij  .i.^*; 

Senator  Fletcher.  My  recoUection  li«»t8omo  thirty  jmriheft  were  sold  in  about 
Wdays.  I  know  that  thWJ  waa  a  drag  towiid  the  hist.  But  they  felt  that  that  wa» 
a«  much  as  the  public  could  absorb,  or  perhaps  their  experience  in  that  connection 
indicated  that.  At  any  rate  forty  million  dollars  they  managed  to  get  through  the  sale 
of  bonds,  and,  as  I  say,  thev  did  not  get  that  money  started  out  imtil  along  about  June. 

Now  what  does  forty  million  dollars  mean  to  the  f ann^B  w  tmo  ObuntryT^  1«  mMm 
about  $10,000  to  e«Jh  Ftrm  Loan  AssodSBition.  In  other  words,  one  member  of  each 
nim  Loan  Association  could  have  borrowed  the  whole  allotment,  the  whole  of  the 
W6c0eda  of  that  bond  issue,  and  all  the  other  members  of  that  association  might  have 
to  wStTand  would  have  to  wait,  for  another  year,  or  until  such  time  as  they  could 
offer  another  issue  of  bonds.  Forty  million  dollars  distributed  all  over  thtf  country 
18  a  bagatcMe.  It  will  ntft  M»e*  the  ne6d«  of  agiicoltttl«  at  aH  , ,  , 

ffdW;  theto  were  difltrict»  in  this  country— Federal  land  bank  districts— that  had  ap- 
plications pending  to  the  amount  of  $40,000,000.  and  there  are  12  districts  I  mention 
tiiis  to  show  that  this  is  not  gomg  to  supply  the  farmer  with  the  capital  that  he  needs 
under  this  present  arrangement.  If  the  situation  is  such  that  the  cwntay,  the  public, 
will  take  only  $40,000,000  of  farmloanbonds  ftxMnFobrnary  to  now,  when  they  we  begm- 
ning  to  issue  some  more  bonds,  that  is  not  going  to  be  an  adequate  supply  of  funds  for  the 
ianneia  under  this  act,  and  it  is  not  going  to  accomplish  the  purpose  of  the  act.  They 
W  now  issuing  560,000,000  more,  and  I  think  they  are  to  be  dated  May  1,  and  about, 
I  m  ^M*  133,000,000  of  ^t  i^u^  h90  ^lieady  been^token  up.   They  figure^  that  is  as 
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than  one  Bl.aU     ^iuted  froca  -  ^^^[^^^^1 1^^,;^^^  ZS!^S^ 
salarv  of  ^  10.000.  payah  e  n^^^^^^y- ^.'^f.^^her  i^t^^^^^ 

One  of  ih'.-  laemWers  to  be  '^RK^r^SL^  Jd  SSe^^^^^  member  ..o  appointed 
serve  lor  txvo  yeaxs  and  one  for  four  Jf"'' ^fJi,^^!!^"^^^^^  cau'=e  bv  the  President 
ahaU  serve  for  a  term  of  fo,u  year.^un^>^  ^  j 

''Oneof  thenu'mbersBoappomtedshaU  Deae^gnai.^^^  ^^j^^^. 

loan  commissioner,  who  shall  be  the  f  ^^c"  ^e  officer^^^^^  ^^^^^ 
member  shall  be  des^uated  -  th^  deP^^v  -J  ..ember  of  the 

Sd^rldlSm  i^aS^B^Ird  after  notxce  of  h.  appomtment 

take  and  subscribe  to  the  oath  of  officf  •         ,       . ,  ^  reauest  o!  Senator  Retcher 

mittee  wUl  be  glad  to  hear  you,  Senate. 

Senator  F.BXCHKa  Mr.  Ch«by  way  of  prel^m^^^^^^ 

KaUs^^'i:»  ^  ^«  " 

statistics,  wluch.  of  course  can  be  oWau^  J^Sb^  J  to  owners,  the  number  of 

number  of  farms  in  the  United  S***®*' *P®  ".^'^^f  "rso^^  property-,  the  value  of 

tenants,  the  value  of  P™5«^y;,^2?<.on  thetct  tTaUh^  industry, 
the  products  in  1920,  and  other  data  beanng  on  the  fact  JJJ"'^  J  '^^'^  ^^^i  proa- 

iS7without  prosperity  to  Jhmild  c?iS.and'the  diU^t 

peritv.  If  there  is  any  indust^,  m  the  ?°"^2tedwiA  absolute  justice  and  fairness 
^d  wise  attention  o\ ^^^^g^^^^ a?^^^^  ^  it  ^^^^^'^ 

in  legislation,  agricultoie  is        "J^^J^tLf^oDle  who  the  Nation's  food, 

to  every  consideration  because  t^^^  ^^^^^i^^  P'?P^4a  of  qualirdng  to  some 

Perhaps  I  may  be  excused  for  i^^^J^ff^^l^^^^  i  am  about  to  make  to  the 
extent  for  some  of  the  views  and  oP^^^^^^^^iP/J^P^I^iJiS  are  in  connection  with 

committee..  I  grew  up  on  ^.^™^.^^yJ?trme;  I  ^^^^^  ^^S^'  ^^i^e  and  the 
the  hardsh  ps  trials,  and  difficnltaes  o^  farmer,    i  ^  ^ 

dark  side  of  that  occupation.   When  1  was  eieciea  i  -   bank,1>ut  I  sold 

practice  of  law.  and  had  been  for  -'^  >  ears    I  Y;^,Ji  °PS  an  idea  that  there  might 

mv  stock  in  the  bank  and  resigned  as  PFes\dent  be^au^e  i  n^^^^  ^^^^^ 

he  some  conflict  between  mv  P;^J^}?„^l^Sbe^m^^^otW  influenced 

since  I  have  been  here  found  f^Y,*^^'^,**^ .^^ceS  mv  disadvantage  when 
by  that  interest,  andj^haps  I  did  wtot  was  im^^^^^  ^^^.^^^  j^^, 

I  severed  aU  <^»°«=^,  TiJ,., 

anddavsandinonthsto  the  stud>  of  tiie^^  fanners'  agncultiiral 

sometimes  agricultural  5°^^^^^="^^^f^Sfe  farm  loan  act,  that  we  had  put  on  the 
problem,  and  I  beUeved  ^f^^^.^^.;^ of  legislation  ever  enacted  by  Congress 
statute  book  one  o«.t^e  most imiwrtant  pie^^  ^  ^^^^  f^^^^^,  ^^^t 

be  ause  I  thought  it  meant  Ae  solim^^^^  l^^^  capital 

problem-supplying  him,  upon  J  ur  n  ne  c  ^      of  his  own"  choice, 

for  his  indu.^trv,  at  a  low  rate  of  interest       pract^uy  ^  j     ^.j^j^  ^ow. 

?do  not  claim  that  that  ST^i^et^^^^^^^   ^  ^  ^^^''^ 

I  think  as  time  goes  on  we  will  see  the  neea  oi  some 

this  proposal  looks  in  that  directum.  historv  of  the  Government  to 

Tlie  efficacy  of  this  sy^t^''^-«V.h     .^l^oU^iculture^^^  The«» 
eatablishaanincialBvstemto  mecn  he^  ^1,^3  , 

id  no  longer  any  question  of  tl'^^o^^^^J^^^^^^^^  Tlie  farmers  of  this  country  have 
will  do  f..r  agric.lture.    It  has  ^^etu  denwMtratw^^^^  ^^^^  ^„ 

beeu  accommodatcHl;  monev  '^f such  as  they  remiire,  to  the 
annum  interest  mth  amortization  ju^t^^i  h^  to-theVarm  Loan 

amoimt-^iccorduig  to  statements  I  t^^J^'^^  f^V^t^  $364,738,851,  net  loans,  and  m 
S;lou^'^i.S^iy^he^^^^  ^  '"^'^"'^  ' 
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The  system  has  been  attacked ;  it  has  its  enemiee.  It  did  have  feom  fte  «tort,  and 
ithaByet.  We  might  a8^U«BM»  that.  Th^earepeoplemihiecouiitry  who  would 

like  to  see  the  svstem  fail.  ,       ^  . .  , , 

One  effect  of  the  operation  of  the  act  lias  1)Oon  to  rediu-e  the  rate  of  interest  all  o\  er 
the  conntrv  notonlv  to  farmers,  hut  in  bu.^ines.^  transactions  as  well,  ihat,  ol  couree, 
does  not  meet  with'  the  favor  of  certain  people.  1  mention  that  as  one  reason  fw 
antagonism  to  the  Hvstem.  Those  intereats  that  had  ittde  money  in 
loans,  chaiging  commifisions,  and  exploiting  the  iamenSi  m«a?e  or  leas,  attacked  the- 
law,  claiming  that  it  was  unconstitutional.  tt  -x  j 

Wo  know  the  result  of  that  litiirati.  n.  The  Supreme  <  ourt  of  the  UmtBd  stales 
has  uph(^ld  its  validit^•  in  all  its  essential  and  important  provitions.  But  that  iitaga- 
tion  lasted  about  15  months,  during  which  time  the  system  was  not  funelioning;  it 
began  reallv  again  to  function  last  February-  I  think  that  was  about  the  tune  the 
de-ision  of  the  Supreme  Court  was  renderKl;  I  have  it  herf-^lapf  Februarv.  anti  tiie 
Farm  Loan  Board  prettv  soon  started  afresh.  They  disraided  the  ai^pinations  that 
were  pending,  and  all  that  sort  of  thing,  and  started  anew  ^lnio?t;  they  .^rot  new 
appraisers,  1  think,  and  it  seems  to  me  thev  have  been  unnecesgarily  dilatoiv,  although 
I  do  not  mean  to  criticize  the  boarf,  but  it  seems  to  me  there  was  a  long  dday  about 
getting  started  again,  because  I  think  they  should  have  been  pro])ared  to  go  at  once 
into  closing  up  the  pendinc:  transactions,  and  letting  the  farmers  liave  tl^o  money 
that  thev  had  applied  for,  and  many  applications  ouglit  to  have  been  passed  upon 
and  ready  for  action  and  appi*oved,  because  I  do  not  think  the  board  ever  oi^ht  to 
have  assumed  that  this  act  would  be  declared  unconstitutiOTal  at  all. 

The  Chairman.  But,  Senator,  the  dday  of  15  m<mths  necessarily  hdd  np  the  grants 
ing  or  withdrawal  oi  given  applications.  ,    •     •  .i  . 

Senator  Flftcher.  I  ^ant  that;  but  what  I  wish  to  emphasize  is  that  they  ougHt 
to  liave  been  prepared  to  jump  immediately  into  tlie  breach  when  that  depsum  was 
handed  down,  and  fiumshed  the  funds  to  meet  the  aK>licationfl  which  ought  to  have 
been  passed  upon,  it  seems  to  me,  in  the  meantime,  and  ready  to  be  closed  up. 

Senator  Glass.  But  is  it  not  a  fact  that  there  were  i^2  millions  of  applications  passed 
upon,  and  did  not  the  board  proceed  to  function  as  soon  a-s  it  could?  it  could  not 
function  without  funds;  it  could  not  get  funds  without  sellmg  those  bonds,  and  it 
could  not  sell  those  bonds  over  n^ht.  ^       ,     ^  ,  •     •    i  • 

SOTator  Fmtchbk.  I  am  coming  t»  that.  The  point  I  am  makmg  is  that  in  my 
judgment  they  ought  to  have  been  ready  to  issue  those  bonds  at  once,  and  to  have 
gotten  the  money  sooner  than  they  did.   They  did  not  get  the  money  until  ahout 

^"senator  Glass.  They  got  the  money  as  soon  as  the\  could  sell  the  bonds.  They 
experienced  a  great  deal  of  difficulty  in  selling  the  bonds. 

Senator  Fletgfter.  It  took  them  though  from  February  to  June  l)efore  they  were 
ready  to  ^-o  al.ead  makiiii?  the  loans.  It  seems  to  me  that  that  was  an  unnecessary 
delay  and  that  is  verv  m:iterial.  They  did  offer  at  once  forty  millions  of  bonds— or 
as  soon  as  they  got  tliem  ready— forty  millio»9  of  bonds,  and  they  weie  taken  up, 
most  of  them,  within  10  days  or  so  

Senator  Glass.  Oh.  no;  not  in  10  days. 

Senator  Fletcher.'  My  recollection  is  that  some  thirty  million  were  sold  in  about 
10  days.  I  know  that  tliere  was  a  drag  toward  the  last.  But  thejr  felt  that  thatwas 
as  much  as  the  public  could  absorb,  or  perhaps  their  experience  m  that  c^edaon 
indicated  that.  At  any  rate  forty  ndUion  dollars  they  managed  to  get  through  the  sale 
of  bonds,  and,  as  I  say,  they  did  not  get  that  money  started  out  until  aloii^  about  June. 

Now  what  does  f  )rtv  million  dollars  mean  to  the  farmers  of  this  country'.  It  means 
about  m,m  to  each  Farm  Loan  Association.  In  other  words,  one  member  of  each 
Farm  Loan  Association  could  have  borrowed  the  whole  aUotment,  the  whole  (tf  the 
proceeds  of  that  bond  issue,  and  all  tiie  other  membas  of  that  association  might  have 
to  wait,  and  would  have  to  wait,  for  another  year,  or  until  such  time  as  they  could 
eter  another  issue  of  bonds.  Forty  million  dollars  distnl>uied  all  over  this  country 
is  a  bagatelle.    It  will  not  meet  the  needs  of  agriculture  at  all.      ^        ,  j 

Now,  there  were  districts  in  tliis  country— Federal  land  bank  distnctft— that  had  ap- 
plications pending  to  the  amount  of  $40,000,000,  and  there  are  12  districts  I  mention 
fliiB  to  show  that  this  is  not  going  to  supply  the  farmer  with  the  capital  tluu  he  needs 
under  this  present  arrangement.  If  the  sil  nation  is  such  that  tae  country,  t  lie  i)ublic, 
will  take  only  $40.00().{MX»of  farm  loan  bonds  from  February  to  now.  when  tliey  are  begin- 
nin*'  to  issue  some  more  bouds,  that  is  not  going  to  be  au  adeiiuaie  supply  of  funds  for  the 
farmers  under  this  act,  and  it  is  not  going  to  accomplish  the  purpose  of  the  act.  They 
are  now  issuiM  $60,000,000  more,  and  I  think  they  are  to  be  dated  May  1,  and  about, 
J  am  toM,  $33,000,000  of  that  issue  has  abeady  been  taken  up.  They  figure  that  is  as 
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much  fls  the  pui^lir  will  take~$(iO,0()0.(X)().  They  have  had  some  relief  under  this  act, 
providing  for  $50,000,000  of  Goverumeut  deposits,  but  they  estimate  now,  they  will 
tell  you — and  I  am  quite  sure  I  am  quoting  tnem  correctly,  because  that  is  my  under- 
standing of  what  they  told  me  only  yesterday— that  1200,000,000  a  year  is  as  much  as 
this  svstom  can  handle,  or  put  out,  and  is  as  much  a?  tlie  public  will  subscribe  for  these 
bonds.  Thev  can  not  count  on  more  than  S2()().(KK),0U0  a  year.  Well,  my  belief  is 
that  that  is  wholly  iiiadequato  to  meet  the  needs  of  the  farmers  of  the  country.  If  you 
divide  that  into  12  dbtricts  you  will  observe  what  it  means  for  each  district. 

Senator  Glass.  But,  Senator,  is  that  a  fiEor  method  ot  diviskm?  S<mie  district^ 
require  uitiuitely  more  than  others. 

Senator  Kletcheu.  Not  infinitely,  but  quite  a  good  deal  more. 

ScTiutor  Glass.  1  would  say  intinitely.  Take,  for  instance,  the  New  Enrfand 
district,  where  the  farming  activities  are  verv  much  restricted.  Those  people  up 
there  do  not  require  one-fifth  of  the  ai*commodation  Diat  a  great  agricultund  district 
in  the  middle  or  far  \^est  vrould  reqvare. 

Senator  Im. etcher.  Yes,  that  ie  true,  but  take  the  districts  which  embrace  much 
more*  tenitory,  lor  instance,  Texaii  alone,  is  one  whole  district,  whereas,  the  district 
tliat  I  am  in  emhra^res  North  and  South  Carolina,  Geoi^and  Florida. 

Senator  GtivA-s.  Yes;  but  Texaa  is  as  hi?  aa  Nortli  and  South  Oandina  and  Florida 
combined. 

Senator  Fi  etpher.  But  the  States  are  di  virled  so  as  to  endeavor  to  meet  the  neea«. 
oi  a^rricultifrc  over  certain  area.-;  certain  territory. 

The  ('HAiimAN-.  Doth  of  those  districts,  ol  course,  have  lar?o  as^ioultTiral  areas. 

Senator  Flktchkr.  Yes.  That  would  meai»  $50,000— $200,000,000  a  year  would 
he  ?o0.000  to  each  Farm  liOan  Adswiation  in  the  United  States.  Well ,  SoO,000  to  each 
I'ariu  T.oan  Association  a  year  is  not  sulTicient;  it  can  not  be  suOicient.  There  are 
npi)licaiir)ns  ]>en(;infr  1>v  farm  loan  associations,  and  have  been  jjeiidiujr,  I  know  in 
our  district,  for  «>ix  niouth:^  and  not  yet.  acted  on,  and  ii  the  farmer  is  to  be  told  that  be 
can  make  his  application  but  tiiat  he  will  probably  have  to  wait  six  or  seven  or  nine 
months  before  ms  application  can  be  ])as8ed  upon,  and  then  maybe  months  lonsrer 
beiorc  he  can  ^et  hi?  money,  it  i?  so  discouragintr  to  him  that  he  will  abandon  the 
matter  and  not  resort  to  tho?e  fa-'ilities  which  were  intended  for  his  benelit.  It  dis- 
cre  lits  the  whole  svstom  with  the  farmers.  At  that  rate  of  S200. 000.000  a  year,  it. 
will  take  20  years  to  fomidi  enough  money  to  pay  off  the  existing  mortgaties  on  farms 
in  this  conntrv — HO  vfsara. 

The  Chairman.  The  morttja.fres  will  never  cease. 

Senator  Flktcher,  Thev  never  will  cease.  For  instance,  take  the  mortgages  as 
they  are  to-day,  and  suppose  those  people  who  have  their  farms  mortgaged  and  are 
paying  6  per  cent,  and  then  2  per  cent  commifision,  and  2  per  cent  every  time  it  is 
renewed  tor  three  or  five  years,  etc.— those  people  would  like  to  be  relieved  of  those 
mortgages  and  put  their  property  under  this  system.  But  if  they  undertake  to  do 
that.  ju3t  to  relieve  themselves  of  the  existing  mortgages,  it  will  take  30  years  to  do  it, 
if  we  are  going  to  pi  oceed  along  the  present  basis.  That  is  only  one  of  the  purpoaefi 
for  which  the  law  provides  loans  are  to  be  made. 
■  Now,  what  is  the  remedy?  The  need  is.  of  course,  more  money.  How  do  they  get 
the  money?  From  the  sale  of  farm  loan  bonds;  that  is  the  only  way  the  money  can 
be  found  "^that  can  be  loaned  to  the  farmers  under  this  system— the  sale  of  bonds. 
Unless  you  can  broaden  the  market  for  those  bonds,  and  create  a  new  demand  for  those 
bonds,  the  system  is  wholly  inadequate.  It  works  splendidly  so  far  as  it  goes,  but  it 
would  not  meet  the  needs  of  the  farmers  of  the  country,  not  by  any  means,  and  so  the 
problem  arises,  how  are  vou  going  to  properly— I  do  not  mean  to  do  it  in  any  reckless 
way  or  unsound  wav  or  unsafe  way— but  how  are  you  going  to  create  that  additional 
demand  and  additional  market  for  your  farm  loan  bonds— because  it  is  the  proceeds  of 
those  bonds  that  are  loaned  to  the  farmers,  and  they  can  not  get  their  money  m  any 
ether  way?  If  at  the  present  time  the  country  will  only  take  $100,000,000  or  $200,- 
000,000  of  those  bonds  a  vear.  we  must  find  some  other  way  to  induce  the  public  to 
take  these  bonds,  and  that  is  the  object  and  purpose  of  this  hill.  It  is  to  broaden  the 
market  for  farm  loan  bonds.  It  is  to  connect  really  the  farm  loan  act  with  the  Fed«al 
reser\  e  act  in  a  perfectly  sound  and  safe  way,  according  to  my  judgment  and  m  that 
way  you  will  supplv  the  money  that  will  be  required  by  the  famm  of  this  country, 
and  do  it  continuously,  not  take  spells  at  it;  not  have  lapses  when  you  will  be  without 
money  and  have  irot  to  call  on  the  Government.  That  is  not  the  proper  way,  to  ask 
the  Govenunent  to  put  up  the  money  in  this  system,  in  my  judgment.  That  is  an 
ejnergency  proposition,  and  we  do  not  want  to  lave  to  resort  to  that.  We  can  arcom- 
plishllt  if  we  pass  this  bill,  which  provide*— 

"That  any  bank  of  the  Federal  reserve  system  may  buy  or  sell  farm  loan  bonds;  any 
member  bank  of  said  system  may  accept  time  drafts  against  a  deposit  of  such  bonds 
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'  :as  security;  acceptances  of  a  member  bank  IbuB  made,  or  the  direct  oblig^on  of  mich 

bank,  maturing  within  60  days" —  t^u-  i  i. 

It  is  immaterial  about  that ;  you  can  make  it  90  days  or  six  months,    i  think  it  would 

be  better  to  make  it  lon,2:or  than  (iO  days—  ,        ^ ,      •    »  •    i  ^ 

'^when  accompanied  by  farm  loan  bonds  as  collateral  Beconty  not  lew  in  face  value 
than  the  amount  of  such  direct  obligation,  ehaU  be  eligible  for  discount  by  any  Federal 

reserve  bsmk  "  % 
Now,  that  at  once  creates  a  demand  for  those  bonds  by  the  banks,  by  investors,  and 
gives  an  unlimited  field.  People  can  put  their  money  into  these  bonds  and  have^t 
draw  interest:  the  banks  can  put  their  secondary  reserves  and  have  that  draw  uit^ree«, 
because  they  will  know  they  can  take  that  paper  secured  by  those  bonds  and  get 
circulating  notes  from  the  Federal  reserve  bank  when  they  are  needed. 

Mr,  Chairman,  I  have  submitted  this  bill  to  a  number  of  bankers   ^ 

Senator  Glass.  You  say  the  banks  can  have  their  reserve  draw  interest i 

Senator  Fletcher.  They  can  invest  thek  secondary  reserve  in  those  bonds,  it  Uus 

bill  is  passed. 
Senator  Glass.  You  moan  surplus,  not  reserve. 

Senator  Fletcher.  Well,  what  they  call  secondary  reserves. 

The  Chairman.  Do  they  also  speak  oi  surplus  reserve  as  well  as  secondary  reserve 

funds— tlo  they  use  those  terms?  ,      „         •        •      *  ^ 

Mr.  Flannagan.  Yes,  they  use  the  term,  "secondary,"  meaning  it  u  not  tlie 
eerve  that  is  required  by  law.  ^  * 

Senator  Glass.  No;  it  is  the  legal  reserve.  A  legal  xes^e  does  not  draw  interest. 
But  it  is  deposited  \sri\h  the  Federal  reserve  bank.  ^  ^    ,      i.  •  ^ 

Mr.  Flaxnaoan.  Right.  The  money  in  the  banks— I  do  not  want  to  break  into 
this  discussion,  Mr.  Chaunian. 

Senator  Fletcher.  Go  ahead.  Mr.  Flannagan.  x  *   -.i    i     i  * 

Mr.  Flannagan-  This  would  l>e  in  the  nature  of  an  inducement  to  the  >i"ii^8  to 
hold  it  as  secondarv  reserve— «ome  form  of  invest  ment  that  would  always  enable  th^ 
to  get  current V  or  cash  for  their  demands.  That  would  be  the  purpose.  In  tbe 
meanwhile,  wliile  they  are  holding  them,  they  would  be  drawing  interest. 

S^iator  Fletcher.  Mr.  Chairman,  I  submitted  this,  as  I  have  said  to  qmte  a  few 
biuakeis  and  farm  loan  associations,  and  I  ha^•e  made  extracts  from  the  letters  that  l 
have  received— they  are  verv  brief— and  1  would  like  to  have  them  go  into  the  record. 
I  do  not  think  thev  will  talce  np  much  space.  They  are  just  extracte  from  vam^ 
letters,  showing  the' sentiment  of  the  people  throughout  the  c»untary,  and  not  ooiUinea 
to  any  particular  portion  of  the  country. 

The  Chairman.  They  will  be  incori>orated  in  the  record. 

(The  extracts  reared  to  are  here  printed  in  full,  as  follows:) 

rIExtractsfrom  letters  received  inrelBTOce  to  Seuatebmpr^^ 
by  fannloaaboBds,a8eollatflf«l,ellglbl»0^^ 
hanJcsj 

The  Beoadwatbb  CJouhty  KAiaoKAii  Farm  Loan  Assoctatton, 

TormsemL  Mont..  March  14.  1921. 

I  received  vour  letter  of  the  7tli  instant  and  have  taken  special  note  of  its  ^^o^itento, 
together  with  the  bill  you  have  introduced  in^  the  Senate,  which  1  trust  you  wiU  oe 
successful  in  getting  through  in  the  next  session  of  Congress. 

BaIiPH  N.  Lodob,  Seereiarii'Trtaswer, 


TiMMKU  NASlONAIi  FARM  I.OAN  ASSOCIATION, 

Timmer,  K.  DaL,  March  15,  mi. 
I  am  ereatly  interested  and  trust  that  you  will  be  successful  in  getting  through 
Senate  bill  4994,  There  is  every  reason  to  feel  that  something  should  be  done  to  make 
tihe  Federal  reserve  system  of  more  benefit  to  the  farmer.  S.  4994  will  do  this,  and  if 
it  is  80  amended  when  it  is  introduced  that  the  National  Farm  T  oan  Association^ 
can  have  a  national  union  or  some  kind  of  a  federation  covenu^  the  wliole  of  th* 
United  States,  then  sometliing  worth  while  will  have  been  done  to  help  the  larmer. 
The  Federal  laud  banks  have  been  a  great  help  to  the  farmer,  and  the  larmw  siwely 
needs  it.  The  writer  is  also  presidwit  of  a  farmers'  bank  and  knows  what  he  is  talking 
about  when  I  say  that  the  farmers  of  at  least  thk  part  <rf  the  oountiry  need  au  tbe 
^aaeoatance  they  can  possibly  muster  in  Congress. 

W,  F.  £jEtUfiG£n,  Secretary- Treasurer^ 
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Klovern'ole  F'arm, 
Epcs,  Ala.,  March  15,  1921. 

In  refereuc'o  to  Senate  bill  4994  iatroduced  by  you,  will  aay  that  we  are  ia  entire 
accord  mth  you  in  the  matter. 

F.  L.  MrrcHBiXy 
Secretaaty-Treamisfet  SvmUr  Iftttioml  Farm  Loan  AjmmAm. 


Wessixotox,  S.  1»ak.,  March  19^  1921. 

I  recently  received  a  letter  containing  a  copy  of  yimr  bill  (S.  4994)  which  would 
extend  the  rediscount  privilege  to  farm  loan  bonds  in  order  to  promote  their  sale 
and  for  other  purposes. 

The  bill  has  the  hearty  ^iproval  of  this  associadon  and  I  t»8ure  you  that  if  tiiere 
is  anything  that  we  can  do  to  aid  in  fiettijag  fav«mUe  acticm  by  Goi^reas  we  will 
gladly  render  a-si-tance. 

Your  knowledge  of  the  farm  loan  act  eminently  fits  you  as  a  leader  in  promulgating 
l^;isIation  pertaining  thereto. 

DaX.  r>.  WOODBUFP, 

Seerekay'Tnatutef  &m  IiHU  Loan  Amoda^kn- 


We  believe  the  above  a  splendid  plan.  The  farm  loan  bonds  should  have  discoimt 
privilege. 

First  Natiokal  Baxk  of  WavmIiY,  Iix., 
By  A.  G.  MovFAT,  Frmdnni. 


The  First  Natioxal  Baxk, 
Madison,  5.  Dot.,  May  J6,  1921, 

I  believe  it  would  also  be  a  leal  merit  in  changing  the  law  makii^^  the  Federal' 
farm  loan  bonds  eligible  as  collateral  security  for  discount  with  the  several  Federal 
reserve  banlra.  I  believe  it  would  create  a  bigger  demand  for  the^e  bonds  as  about 
the  only  place  where  there  ia  any  money  left^  kom  our  way  of  looking  at  it,  is  at  the 
Federal  reserve  banks. 

I  want  to  thank  you  and  assure  you  that  any  assistance  I  can  be  to  you,  even  if 
lama  muntrybanker,  IwiU  domyutaiiO0l,mdwirih^  micc^wlth 
the  proposed  amaidmenty 

C.  E.  Ojustkad,  Fre&ident, 

Harkisox  Nurseries, 
Berlin,  Md.,  May  27,  1921. 

The  farm  loan  banks  shoiild  have  every  aBsdatanee  from  the  Federal  reserve  banks 
that  they  can  poBsibly  be  given. 

Orlando  Hakhisox, 


tommonwealth  ot  vlh(uxia. 
Depaktment  of  Ai;uiculture  axd  Immiohatiox, 

RitJmond,  May  27, 1921. 

Our  countrv  is,  indeed,  suifwii^severly  on  account  of  much  needed  financial  help 
among  the  fiurmers.  At  present  afi:riculture  is  very  much  depressed,  and  conclitions 
are  ^^adually  growing  worse.  Tliie  kind  of  depression  affects  the  stability  of  our 
countrv.  It  is'wenkeninfr  it?  power  for  development  instead  of  givincr  it  strength  for 
further  proi^ro.'^s.  Our  j_>eonle  are  neither  contented  nor  happy.  Ihis  feeling  should 
not  be  permitted  a  day  lonaer  if  possible. 

I  have  always  api)reciated  and  commended  the  deep  interest  and  liberal  help  you 
have  given  to  the  agricultural  interests  irf  our  country. 

6.       KoiNSR,  Commimofnet. 


Raleigh,  N.Dal:.,  Maij  .UK  irr.'l. 

I  ]>elieve  that  your  hill  as  oullined  in  yoiu^  speech  and  the  operation  of  same  as 
explained  l>v  .\Ir/Flannatran*s  letter  to  you  if  enacted  into  law  will  be  the  best  thing; 
that  can  be  done  to  belter  the  farmers'  interests  and  put  National  Farm  Loan  Asao- 
datioxm  into  active  operation  again. 


RAT.R  OJF  FAEM  JJOAN  BONDS 


Your  bill  certainly  covers  the  ^rouiul  and  Anil,  i*"  enacted  into  la^-v,  be  a  big  relief, 
not  only  to  the  mortai;a^ed  and  debt  jidden  farmer  and  farm  loa!i  associations,  but  to 
all,  productive  and  distributive  int^wts. 

*^  E.  N.  BOSWORTH, 

Secreiary'Tree^ureTf  Rak^h  Far  at  Loan  Aasodatim. 


First  Xatioxal  Bank. 
CoUoaaood,  Idaho,  May  31,  19  U. 


A  copy  of  your  bill  and  your  speech  in  the  Senate  on  the  (ith  of  May  in  favor  of 
amendin<'  the  farm  loan  act  so  as  to  make  the  bonds  of  the  Federal  laud  banks  eligible 
as  collateral  on  paper  to  be  rediscounted  with  the  Federal  reserve  bai^.  I  have 
examined  and  believe  that  such  an  act  would  dreate  a  widw  maili^  far  the  land 
bank  bonds,  and  I  heartily  indoiee  the  biU. 


W.  W.  Font,  Cashier. 


Plymouth,  Ind.,  J%  Si,  1931. 
I  feel  that  tliis  is  a  meritorious  bill  and  would  wwKteffully  relieve  the  present 
sitaati<m  in  the  Iftnd  banks  as  to  diortage  of  funds.   I  may  add  that  I  feel  furth^ 
tiuit  Ite  fam  kiaa  ad;  flhould  be  ammded  80  as  to  pe^ 

^There  is  anotlier  bill  before  Congress  providing  for  a  revolving  fiind  authorizing: 
the  Secretary  of  the  Treasiuy  to  use  $50,000,000  to  make  up  the  farad  loan  bond. 

^^old  help  a  gteat  deal  as  a  temporary  relief  and  the  enactment  of  that  bui 
would  be  ai^feciated  by  the  agricultural  interests  all  ov«r  the  country. 


Labchwood  Farm, 
Harrison,  Ark.,  June  1, 1921. 

Your  bill  would  bring  speedy  relief  to  the  Federal  land  banks  and  the  farmers, 
but  ^\ill  not  the  same  pernicious  influence  defeat  this  bill  that  has  influenced  the 
Farm  Loan  Board  to  %ht  any  independent  mov^orai  by  the  farm  loan  aaBociatioDB^ 


Tobacco  Vaixey  National  Fark  Loan  Association, 

Ewreha,  Moat.,  Jvm  2, 1921. 

I  sm  convinced  that  the  bill  you  are  sponsoring,  in  regard  to  rediscount  of  farm 
loan  bonds,  will  be  beneficial  to  the  system,  and  I  am  lieartily  m  sympathy  -wnth  it. 

We  farmers  as  a  class  become  terriblv  disheartened  and  discourai^ed  at  times,  and 
lliey  have  verv  i^ood  reasons  for  bein^  discomaged  at  this  time,  and  it  seems  real 
good  to  know  that  they  have  some  real  friends  in  Congress,  who  are  eameetl^  and 
nonestly  striving  to  work  out  the  farmers'  problems* 

S.  S.  PjtosT^  Secreiarg-Tireasmer. 


Secubxty  Tri'st  am>  Savings  Bank, 

Cedar  Falls,  loira,  Ji'iu^  .J,  1921. 

The  writer  has  carefully  read  your  speech  of  Friday,  February  and  believes  if 
the  suggestions  off  ered  by'you  are  followed  out,  it  wiU  result  in  a  great  b«iefit  to  thd 
agricultural  inteieatB  of  our  country- 

Of  particular  interest  to  the  entire  country  is  your  suggestion  to  amend  the  second 
and  third  paragraphs  of  section  27,  farm  loan  act,  as  follows:  "^That  any  l;ank  of  the 
Federal  reserve  systc^m  mav  buv  or  sell  iarm  loan  bonds;  any  member  bank  of  said 
system  may  accept  time  drafts  against  a  deposit  of  such  bonds  as  security;  acceptance 
of  a  member  bank  thus  made,  or  the  direct  obligation  of  such  bank,  matunng  within 
60  days,  when  accompanied  by  farm  loan  lx)nds  as  collateral  security  not  less  m 
face  value  than  the  amount  of  such  direct  obligation,  Fhall  be  eligible  for  discount 
at  any  Federal  reserve  bank.'*  That  would  be  a  wonderful  help  in  facilitating  the 
sale  of  farm  loan  l)ond8.  -      •         .  i 

The  people  must  learn  and  our  legislaturea  should  leoomize  the  fact  that  agriculture 
is  the  bask  industry  in  this  oounlry,  and  I  for  one  siiic^ 

miy speedily beooiMlMr.  ^  7>     ,  , 

'  Geo.  JS,  MoBNix,  F resident. 
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Ahbbicak  Fbuet  Gbower, 

Chicago,  June  J,  192L 

My  viowp  arc  certainly  in  line  with  yours  and  I  want  you  to  tnow  that  I  will  be 
very  glad  indeed  at  any  time  to  join  in  helping  to  pass  the  measure. 

Samueii  Adams. 


Commercial  Savtncr  Baxk, 

Reed  City,  Mich,  Jane  3,  1921. 

Your  speech  in  Congress  given  ^Jay  (>  has  hean  carefully  noted  and  I  must  say  that 
one  of  the  quickest  ways  to  ease  the  country  banks  is  to  have  the  Federal  reserve 
haakkB  underwrite  loons  made  by  the  form  banlcB. 

I  wftnt  to  compliment  you  on  your  bteadth  of  vision. 

a  W.  ChAXKf  FremdenK 

The  Citizens  State  Bank, 
Earlhavi,  loiva,  June  J,  1921. 

I  want  to  take  this  occasion  to  commend  you  in  this  effort  toward  the  right  mov6^ 
which  should  mean  prosperity  to  all  the  American  people,  if  carried  out. 

Too  manv  of  the  peo])le  in  the  cities  and  in  the  East  do  not  realize  that  agriculture 
mnst  be  better  financed  if  this  counixy  is  to  continue  in  prosperity. 

Your  arguments  are  esactly  right— espiecially  in  having  ^be  Fed^eal  rerarve  to  loan 
on  the  farm^oon  bonds. 

Harky      Hill,  President, 


Salem,  Oreg.,  June  4,  1921, 

The  reprint  of  the  Congressional  Record  sent  to  us  has  been  carefully  considered 
by  myself  and  some  of  the  officers  of  the  Horticultural  National  Farm  Loan  Associa- 
tion, of  which  I  am  secretary-treasurer,  and  we  not  only  heartily  indorse  the  eueges- 
ticm  of  extending  to  bsunks  the  privil^e  of  using  farm-loan  bonds  with  the  Fed^Al 
reserve  banks  when  utilized  as  coUatem  seeuri^i  but  wi^  also  to  comm^  yea  for 
introducing  this  legidation. 

A,  C.  BOHBNSTEDT. 


WooDROw,  Colo.,  June  4, 19il* 

The  reprint  of  yoiu-  speech  in  the  Senate  of  ^lay  G,  1921,  received  and  approve  of 
it  entirelv  and  thank  you  for  your  interest  taken  in  the  farmer.  I  am  to-day  writing 
to  tiie  two  Colorado  Senators  asking  them  to  support  your  bill. 

J.  J.  McPhbb, 

,  Secreiary-Treamter  Swifk  Beaver  National  Farm  Lorn  AmomiAon. 


TnhBVBB  Grbdit  Union, 
BmUm^  Mass.,  June  4, 

The  legidation  you  advocate  seems  to  me  to  have  great  merit.  I  wish  to  express 
my  keen  appreciation,  as  a  citizen,  of  your  champiojoship  of  the  general  movement 
into  which  this  particular  bit  of  le^^islation  fits. 

Charles  W.  Bietwell,  Treasurer, 


Thb  Buffalo  Gap  Banking  Co., 

Buffalo  Gap,  Tex,,  June  5,  1921. 

We  have  just  consulted  four  bankers  in  this  county  in  regard  to  the  bill,  and  each 
of  them  expressed  themselves  as  favoring  the  bill.  Two  of  the  bankers  made  objection 
to  the  nontaxable  feature  of  the  Fed^  farm  loim  bonds,  which,  howev^,  is  foroign 

to  your  bill.  __ 

We  wish  also  to  advise  that  the  farm  loan  act  is  very  pouplar  in  this  part  of  the 
country,  with  business  men  as  well  as  farmers,  and  if  the  National  Farm  Loan  Associa- 
tions were  permitted  to  carry  out  the  original  intentions  of  the  act  it  would  become  a 
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powerful  piece  of  machinery  to  economize  the  guesticm  of  buying  and  sdling  and 
would  make  a  long  stride  toward  settling  ^ 


W.  C.  Laslev, 
Seaetary'Treaswrer  Abilene  National  Farm  Loan  Association, 


Lumbermen's  Bank^ 
Shell  Late,  Wis.,  June  6,  mU 

It  surely  would  be  a  great  benefit  to  agriculture  if  Fedwal  farm  loan  bonds  OQUld  be 
used  as  cdlateral  for  rediscounting  with  tihe  Fed^  reserve  banks. 


JuxE  6,  1921. 

In  our  opinion  there  must  be  something  done  by  the  Government  to  help  the 
farmers  or  many  of  them  will  loose  their  faxms.  They  must  have  long-time  low  rate  ol 
interest  loans  on  their  farms  and  get  loanof  atleast  50p^  centof  the  value  of  said  laaKl, 

and  they  must  have      at  cmce.  ^  ^ 

Chas.  Ballen, 

Cashier  Bank  oj  Hale,  Hale^  Mo. 


Luon  National  Farm  Loan  Association, 

Linum^  Colo.y  June  7, 19ti. 

I  would  like  to  have  at  least  100  copies  of  this  speedi  of  yours  to  distribute  in  this 
section  of  the  country'  wd  believe  it  will  do  a  great  deal  of  good  toward  changing  the 
sentiment  of  the  public  toward  this  wonderful  s\'stem.        ,  ^  ,    .  ,  ^  , 

Wishinn'  vou  success  in  your  efforts  to  accomplish  the  needed  legislation  along  tne 

liBe  you  have  staxted.  ^_  ^^^^  Secretary-Trea^. 


The  Bank  of  T.ewisuukg, 

Lfirishifvg,  ir.  Vn.,  June  7,  1921. 

1  highly  commend  its  purposes  and  the  effective  method  thereby  provided  to  secure 
capital  for  the  farmers  at  a  low  rate  of  interest  and  maintain  the  farm,  loan  bonds 

**^e^have  nearly  a  million  and  a  half  of  applications  for  loans  by  farmers  in  this  and 
two  adjoining  coonties  mm  b^ng  held  up  for  the  teaaon  that  the  bonds  can  not  be 

Mid  at  par*  Mason  Mathews,  President. 

Blui-ftox,  Ohio,  June  7, 1921. 

■  <!ertainly  be  0.        See  no  valid  objection  and  would  help  sale  of  bonds. 

The  Commercial  Bank  &  Savings  Co., 
N.  W.  Cunningham,  President. 


MoN-TCLATR,  N.  J.,  June7jl9tU 
Experience  has  shown  that  this  discount  pri\-ilege  is  not  taken  advantage  of  in 
lM»mal  times,  but,  in  times  of  stress  the  strain  is  greatly  relieved  by  this  means. 

I  sincerely  hope  that  you  may  be  able  to  put  through  your  amendment  embodying 
tibis  privilege,  as  I  do  not  think  that  it  can  weaken  the  Federal  reserve  sy^;^  and 
would  certuniy  be  of  great  advantage  to  the  fann  loan  system. 

Habbt  McDonough. 


^E  Citizens  National  Bank, 

New  Philadelphia,  Ohio,  June  8,  1921. 

I  am  certainly  in  favor  of  any  legislation  which  would  look  to  bettering  the  condi- 
tion of  the  American  fanner.  If  there  is  anyone  cla^s  of  people  who  are  entitled  to 
a  better  deal  than  they  have  been  getting,  it  is  certainly  the  American  farmer. 

B,  H.  Scott,  President. 
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Baldwin  State  Bank, 
Buldwifif  N.  Dak.,  Junes,  1921. 
With  this  privilege  the  small  banks  of  Northwest  would  be  in  a  position  to  make 
investments  in  these  bonds  in  the  months  of  the  year  when  reserves  are  ample,  and 

then  in  spring  months  or  at  any  time  when  reserves  were  depleted,  they  coula  use 
the  bonds  as  collateral  for  discounts  with  correspondent  banks  through  the  Federal 
reserve  bank.   We  would  therefore  be  in  favor  of  such  legislation. 

H.  G.  HiGGiNs,  CaAier. 


First  State  P>ank  of  Roscoe  (Inc.), 

Roscoe.  S,  Dak,,  June  8, 1921. 
We  have  read  your  message  pertaining  to  the  farm  loan  bonds. 
We  heartily  recommend  such  action  as  this  would  be  a  great  help  for  the  Northwest, 
especially  for  the  producer.   Our  present  farm  loan  rates  are  too  iif^f  aad  the  iKnaet 
cau^t  a.**ord  with  present  prices  to  operate  his  farm  industry 

We  trust  that  this  act  will  pass,  as  something  must  be  done  for  the  producer,  whom^ 
we  all  depend  upon. 

Ghas.  W.  CHRiaTEKf  CaAier, 


Big  Timber,  Mont.,  June  8,  1921, 

I  have  received  and  read  with  great  interest  your  speech  on  the  farm  loan  situation. 
With  most    the  contents  I  can  most  heartily  apree,  and  I  desire  to  exprees  my  stucere^ 
ftjPIMreciation  of  the  invidiiaUe  work  you  are  donag  on  behdf  of  tiie  tafctmial  sjrBtsiii  fior 
wandng  the  fagaaeg. 

W.  J.  Uannak. 


PBIGE  GOMHBBCUt  AM)  SAVINGS  BaNK, 

Prh:e.  Utah,  June  8,  1921. 

I  am  heartily  in  favor  of  that  amendment  to  the  farm  loan  act  as  indicated  in  the 
Congressional  Record  of  May  6. 

The  easi^  we  can  make  it  lor  the  famer  to  secure  loans  at  a  low  rate  of  interest  the 
better  &e  country  will  be. 

Gabi;  B.  Marcitssn,  Cosiim. 


The  Fiust  National  Bank, 
Pollock,  S,  Dak.,  June  8,  1921. 

We  are  very  much  in  favor  of  the  Federal  farm  loan  act  and  hi,2:hly  commend  its 
purposes  and  the  effective  method  there bv  provided  to  secure  capital  for  the  farmer 
at  a  low  rate  of  interest  and  urge  immediate  cooperation  so  that  the  amendments 
submitted  by  yourself  to  the  Senate  may  be  immediately  adopted  and  the  necessary 
hel  p  secured  for  the  farmers  at  once. 

Unless  the  amendment  as  submitted  by  you  to  the  Senate  is  adopted,  the  local 
banks  in  the  farming  communities  "will  be  gieatly  handica]>ped,  for  the  reason  that 
their  liquid  funds  will  be  tied  up  in  what  we  call  a  frozen  loan  and  the  banks  thereby 
suffering  as  well  as  the  fanner. 

J.  J.  Bbokovskt,  CSmM^t. 


The  Fabicbbs' d  GmzENs'  Bank  &  Savings  Go, 

Bucyrus,  Ohio,  June  10,  19il,, 

I  am  lu  hearty  accord  with  your  measure  to  extend  the  discoimt  pisvil^e  to  fatxii 

loan  bonds  when  utilized  as  collateral  security. 

This  measure  would  surely  stimulate  the  market  fur  the  farm  loan  bonds  and  afford 
much  additional  capital  for  the  linancing  of  f aimers  needs. 

There  is  lu^Bt  need,  now,  to  extend  to  farmers  reasonable  credit;  otherwise  our 
agricultural  interests  will  be  hampered  to  such  an  extent  as  to  endaiiger  not  only 
agficultuie,  but  e\exy  other  interest  of  our  land. 

Geo.  W.  Miller,  President. 


St.  Fraxcois  County  Bank, 
Farmington,  Mo,,  June  10, 1921.. 

You  niay  count  me  as  in  favor  of  your  nieasuie. 

L.  A£LBN»  President. 


Union  Trust  Co., 
Carthage,  Mo,,  June  10,  1921. 

The  priviloire  of  di^Toimting  with  the  Federal  reserve  banks,  I  believe  this  should 
be  given;  in  lact,  1  believe  that  the  Government  should  reserve  a  substantial  per  cent 
•of  uie  funds  of  the  Federal  reserve  banks  foi'  the  purpose  of  financing  faim  loans,  at 
A  low  rate  of  int^:e8t  to  act^l  lutnezs  (not  speculi^oiB),  and  I  tiunk  tius  rate  dumld 
TWKt  exi^oed  4  emit. 

J.  C.  Wyatx,  Secreiary'TreasuTer. 


Oranoebukg,  S.  C,  June  11, 1921, 

The  proposal  having  for  its  piu'pose  the  creating  of  a  dem'^nd  for  farm  loan  bonds 

by  extending  to  them  the  discount  pri\-ilege,  with  the  Federal  reserve  banks,  would 
be  a  «^;reat  thing  for  the  farm  loan  bonds,  and  would  be  a  great  service  to  the  f^rmiT^g 
•class  of  people  who  are  so  much  in  need  of  assistance  at  this  time. 

M.  E.  Zeiglkk, 

Secfetary-Treamrer  Orangeburg  National  Fann  Loan  Association. 


Tbm  FmsT  National  Bank, 
Mmntmn  Borne,  Idaho,  June  11, 1921. 

I  believe  this  measure  would  to  a  sreat  extent  relieve  the  banks  at  this  time,  and  I 
sincerely  hope  that  your  efforts  may  ne  crowned  witii  succefB  in  procuring  the  passage 
^  tiie  act. 

A.  F.  Andekson,  Caddet. 


Mbndon,  III.,  June  11,  1921. 

We  heartily  agree  with  >-oii  as  to  its  value  to  Aumers  particularly  and  the  bufluaeas 

interests  of  the  whole  country  generally. 
Hoping  you  will  be  able  to  secure  the  passage  of  this  bill,  you  have  our  best  wiflhes. 

Chas.  0.  Crank,  President. 
W.  C.  TimNBB, 
Maunda  O.  Titbnhoffkh, 
W.  T.  Crank,  Secretary- Treasurer, 
Board  o/ Directors  Mount  Hebron  National  Fann  Loan  Asweiation, 


The  Fikst  National  Bank, 
Stevens  Point,  Wis.,  June  14,  1921. 

We  believe  that  the  diHCOunt  privilege  should  be  extended  to  farm  loan  bonds. 
We  would  favor  some  provision  allowiz^  national  banks  to  put  up  farm  mortgages  as 
collateral  with  the  Fedoal  rea^e  bank. 


GmuJcoTHB,  Mo.,  June  U,  1921. 

It  is  0.  K.  Push  it  along. 

L.  A.  Mabtik. 

PftKNXiss  National  Farm  Loan  Association, 

Pre7iiiss,  Miss.,  June  l-i,  1921. 

All  farmers  will  ap})reciate  the  fight  you  and  other  Senators  are  makino;  to  main- 
tain the  only  law  that  has  given  the  farmers  of  this  country  a  real  financial  system 
iriiereby  they  canbonewmcmey  on  kmg  terms  and  at  low  lates  of  inteaeest. 

Strange  to  see  such  a  law  have  so  many  enemies,  when  tlie  fieumer  is  the  backbone 
of  the  country.  It  matters  not  how  flourishing  other  industrieaave,  ii^me^iculture 
becomes  depressed  all  other  induslries  la?. 

I  want  to  urge  upon  you  and  all  other  tSenators  and  Kepresentatives  from  the  South 
to  keep  up  the  good  fight.  Legislation  has  always  fevoved  otheir  industries  m^sm  tiban 
it  his  the  fanner,  but  the  time  has  come  that  the  law-niakiilg  bodies  of  tbls  ooimlxy 
iBwIaaetlu^ttofiMieroit^  deal. 
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Athel,  Idabo,  JunelSj  mi. 

T  have  studied  it  carefully  and  aj^roe  with  you  as  a  whole.  There  should  be  a 
law  passed  to  jjive  the  associations  a  special  right  to  join  anv  association  for  their  own 

£rotection.    The  Farm  Board  at  Washington  has  taken  all  the  authority  from  the . 
iw  as  passed  by  CongPees  and  placed  same  within  their  own  power.   I  have  received  * 
more  than  (me  threat  irom  them. 

I  think  you  are  on  the  right  track;  keep  the  switches  all  the  tifile  on  &e  main  Uae 
aad  the  ianueiB  will  back  you. 

Geo.  W.  Jon£s,  SecreUxty-Treamnr. 


The  First  National  Bank, 
Pocatello,  Idaho,  June  15,  1921. 
We  believe  that  tiie  MU'whicb  you  have  introduced  should  have  favorable  considera- 
tion on  the  part  of  the  Senate,  as  it  would  be  a  wonderful  relief  to  the  country  bankeiB 
and  the  agncultaial  intoeste. 

G.  A.  Yauntinb,  FretHm^ ' 


The  First  Nationai#  Bank, 

Crmg,  Colo.,  June  15,  1921. 
We  have  read  with  a  great  deal  of  interest  your  plan  for  admitting  Federal  farm 
loan  bonds  as  security  for  loans  with  the  Federal  reserve  bank  by  members  of  this 
system,  and  we  are  heartily  in  accord  wiUi  this  proposed  amendment.  We  are  in  an 
agricultural  country,  where  one  of  the  greatest  drawbacks  has  been  tiie  hi^  xate  of 
intereBt  charged  to  the  iaxmm  on  fusn  loans  &om  outside  loan  companies. 

G.  A.  Van  Dobk,  PredimU 

The  Ralki«!h  County  Bank, 
Bcchley,  IF,  Fa.,  June  IS^  mi. 
I  thank  you  kindly  for  nendinn:  us  a  ropy  of  the  Conp-re^sional  Record  containing 
your  s])ee(h  pertaining:  to  the  farm  loMn  ait.    I  have  read  it  with  quite  airreatdesJw 
interest,  and  I  wish  to  state  that  1  am  heartily  in  sympathy  with  your  idea.s. 

G.  (J.  IIedbick,  Cashier. 

The  rrnzKNs  State  r>ANK, 

Mnhruhje,  ^^  Dal\,  Jimc  17,  1921. 

I  believe  the  bill  submitted  is  a  good  one  as  anything  would  be  for  this  territory  that 
would  raise  some  funds  for  long-time  form  loans. 

The  Federal  reserve  bank  has  done  mighty  vdl,  but  the  lime  is  too  short.  What 
most  of  our  farm<ar$  need  is  a  loi^  time  loan. 

OscAB  A.  Olsok,  Vic$  Pre:ndeni* 


FmsT  National  Bank, 

IviaJtey  MmU.t  June  tO^  19111. 
^  It  is  our  opinion  that  your  efforts  in  behalf  of  i^culture  and  the  farmer  are  in  the- 
right  direction,  and  we  sincerely  trust  that  some  results  will  be  derived  therefrom  and 
that  it  will  not  be  another**howl  by  ConoTess, " as  the  farmers  call  it  when  we  try  to 
explain  to  them,  that  agricultural  conditions  are  going  to  improve  in  view  of  the  fact 
tibat  ("'ongresB  is  taking  an  active  interest  in  the  subject. 

Our  customers  practically  all  are  hmneT8,and  it  goes  vilhout  saying  that  if  wgA* 
cult ural  conditions  are  bettered  we  in  our  business  mil  dmve  our  ^portaonate  shaw 
of  the  benefits. 

We  have  carefully  scrutinized  the  letter  by  }>lr.  W.  W.  Flannairan  and  can  truthfully 
state,  from  our  experience  in  country  banking:,  that  the  conditions  described  therein 
are  prerisdy  as  we  find  tiiem,and  have  found  them^in  the  past  with  very  few  excep- 
tions. 

Your  efforts  in  this  direction  are  certainly  worthy  of  commendation,  and  M'e  have 
no  suggestions  to  offer  other  than  as  stated  above,  that  we  trust  your  efiorts  will  be  i»ror 
ductive  of  actual  results. 

J.  Ekoblhahdt,  Cashier^ 
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Senator  Fuctchkk.  There  are  others,  but  I  am  only  illustrating  the  resT>onBe, 
rathcor'thau  giving  it  in  detail.  Then  I  wmte  an  article, recently,  at  the  request  of 
the  Journal  of  roromerre,  of  New  York.  Thdrrepresentative  called  on  me  and  asked 
ine  to  discuss  this  matter  of  agricultural  f  nance,  and  I  did,  T  w  rote  tiiat  letter,  which 
gives  my  views  about  it  and  iny  argument  in  a  condensed  sort  of  way,  and  it  might  be 
well,  without  taking:  up  the  time  of  the  committee  in  reading  it,  to  put  it  in  the  record 
as  covering,'  more  in  detail  what  I  think  about  the  matter. 

TheOHAiBMAN.  Thearticle  will  be  inserted  in  the  record. 

(Hie  article  referred  to  ia  here  printed  in  full,  as  fcdlows:) 

SOX.VIKO  THE  FABMEn'S  FmAKClAL  PROBLEM— BBIMSDIE8  ThAT  AbB  WmOK  O0R 

Bbach. 

[WiUteii  for  the  Xoanud  of  Commem  by  Bm,  Baneaa  IT.  Ftetoher,  United  States  SematorJ  ' 

Nothing  is  more  important  than  the  production  of  the  Nation's  food.  To  accom- 
plish this  on  a  safe,  permanent  basis  requires  a  healthy,  sound  agriculture.  Next 
m  imixn-tance  is  a  proper,  economic  distribution  of  the  products  of  agriculture. 
Thus,  it  is  clear,  producttcm  and  distribution  become  the  ^M^fnu^i^aT^g  of  industrial 
life.  It  is  the  Nation's  business  to  have  a  ewe  for  boflt,  It  is  everyone's  buonesB 
to  help  the  work  along.  Involved  in  this  production  is  agriculture.  Involved  in 
this  distribution  is  commerce.  Therefore  agriculture  and  commerce,  in  a  broad 
sense,  should  go  hand  in  hand.  Both  require  capital  if  they  are  to  be  successfully 
and  efficiently  conducted.  They  present  distinct  {nroblems,  and  thrir  needs  in  ^iMg 
feq»eet  aie  duEer^t  in  extent  and  cbuAetar. 

BEST  H£ANS  OF  KELP. 

In  this  discussion,  necessarily  limited  and  condensed,  vre  can  only  deal  witih  the 

best  meajig,  as  we  conceive,  of  supplying  the  necessary  capital  for  the  inoducer. 
His  requirements  are  very  small  as  compared  with  commercial  business,  manufac- 
turing, transportation,  and  larger  enterprises.  In  the  aggregate  they  amount  to 
six  or  eight  billion  dollars,  but  in  indi\  idual  cases  thev  are  almost  insignificant. 
The  vital  feature  in  meeting  the  requirement  is  that  the  capital  should  be  provided 
on  terms  imposed  by  the  very  nature  of  the  business.  The  producer  is  under  the  com- 
pulsion of  the  seasons.  His  occupation  is  laborious.  He  has  to  contend  with  the 
uncertainty  of  the  weather,  all  the  enemies  of  plant  life,  high  prices  for  supplies, 
difficulty  of  procuring  labor,  gluts  in  the  market,  and  a  thoiasand  perplexities  not 
necessary  to  mention.  He  must,  therefore,  have  ample  time  in  which  to  repay  any 
loans  made  him  to  purchase  his  &rm,  improve  his  propertv,  construct  tiie  needed 
buildings,  pro^-ide  the  con v^eniences  and  comforts  to  make  his  home  attractive,  and 
in  order  to  achieve  the  best  results  to  extend  his  operations.  Inasmuch  as  his  earnings 
are  comparatively  small,  his  financial  returns  meager,  his  turnover  a  matter  of  months 
instead  of  days,  it  is  absolutely  necessary  that  the  interest  charges  he  must  pay  shall 
be  low.   He  must  prosper  and  be  contended  that  our  civili7ation  may  survive. 

A  plan  that  would  supply  this  capital  on  easy  payments  and  at  low' rates  of  interest 
must  be  different  from  the  financial  system  devised  to  faulitate  oommcarcial  buainces. 

WORK  OF  PAST  T£AB6« 

After  sending  abroad  a  commission  of  two  representative  men  from  each  State  and 
a  jxioperative  commission  of  seven  appointed  by  the  President  (of  both  which  com- 
missions 1  had  the  honor  to  be  chairman^  for  the  purpose  of  investigating  for  the 
benefit  of  agriculture,  the  systems  then  (1913)  in  operation  in  the  older  countries  of 
Europe,  as  well  as  conditions  existing  in  the  United  States,  Congress  paseed  what 
is  known  as  the  Federal  farm  loan  act,  based  on  their  reports  and  growing  out  of  that 
work.  For  the  first  time  in  our  history  we  then  pro^'ided  a  financial  system  for  sup- 
pl^ang  the  capital  needs  of  those  engaged  in  agcicultuze  sepaiate  and*  distinct  from 
our  commercial  or  banking  system. 

Under  that  system  5434,362,074.32  has  been  provided  and  loaned  to  farmers  in  this 
country  at  5^  per  cent  per  annum,  with  no  expense  for  commissions  or  other  <jiarges» 
with  the  pri\ilege  of  panng  off  the  principal  at  the  rate  of  1  per  cent  per  annum 
and  the  right  to  pay  any  or  all  the  principal  at  any  interest  period  after  five  years. 
In  other  words,  the  farmers,  if  the  act  can  be  madb  fully  operati^'e.  will  be  irrttijig 
their  capital  accommodations  on  practically  their  own  terms  and  ai  the  rate  01  inter- 
est of  only  6}  per  cent  per  annum  or  perhaps  hoes. 
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SALE  OF  FARM  LOAN  BONDS. 


OPERATION  OF  ^'AKM  LAND  BANKS. 

The  capitol  is  found      the  sale  to  the  public  of  fann-loan  bonds  aecuzed  by  fiist 

mortgages  on  farms  lands,  valued  by  appraipors  appointed  by  the  Fann  Loan  Board 
at  100  per  cent  more  at  !ea«t  than  the  amount  of  the  loan  fnanted  in  each  case,  secured 
further  by  the  perconal  obligation  of  the  borrower:  further,  by  the  indorsement  of 
the  local  National  Farm  Loan  Aseociation,  of  which  the  borrower  is  a  member,  which 
is  chartered  by  the  Farm  Loan  Board,  and  further  secured  by  the  capital  stock  of 
the  Federal  land  bank  issuing  tike  bond  and  also  by  the  guaranty  of  the  other  11 
banks  of  l)ie  system.  AATien  the  mortgages  arc  tendered  and  approved  as  f'rst  liens 
on  real  e^-tate  at  lea-t  doul)le  in  ^  alue  the  amount  of  ihe  juortgages  the  Federal  land 
bank  applies  to  the  Farm  I  oan  Hoard  for  authority  to  issue  bonds  isullicient  in  amouut 
to  pupply  additional  borrowers,  pledging  these  mortgages  a?  collateral  security.  Beii^ 
then  authorized,  the  bonds  are  issued  at  5  per  cent  interest  and  sold  to  the  public. 
The  proceeds  go  to  farmer  bcarowers,  respecti''cl>%  in  the  full  amount  of  the  mort- 
gage.-, it  is  ilius  i-eoji  that  the  bonds  must  be  ^oul  txMore  ihe  loans  can  be  continued. 
Tlie  capital  id  supplied  from  the  proceeds  of  theoe  bonds.  If  the  bonds  can  not  be 
sold,  the  capital  can  not  be  found  and  the  loans  can  not  be  made.  If  the  bonds  must 
bear  a  higher  rate  of  interest  in  order  to  cause  demand  and  £nd  purchasers,  ihe  bor- 
rower must  pay  that  Iiieher  rate  of  interest.  The  law  provides  the  borrower  must 
pay  the  bank  the  amount  oT  interest  the  bonds  bear  plus  the  cost  of  administering 
the  system,  which  shall  not  exceed  1  per  cent,  ajid  proAides,  further,  that  the  farmer 
borrows  shall  not  be  required  to  pa}'  more  than  6  per  cent  per  annum  interest.  Thus 
far  the  cost  of  administration  has  not  exceeded  one  half  of  1  per  cent,  and  when  the 
business  raches  the  dimendioDB  it  ou0it  to,  and  will x^^acb}  this  ooet  fihould 
one-quarter  of^X  per  cent. 

BXISKFTION  FBCm  TAXSS, 

In  order  to  keep  this  interest  down  and  thus  meet  the  necessities  of  the  producer 
these  bonds  are  made  exempt  from  all  taxation.  While  it  is  estimated  there  are 
outstanding  some  ^10,000,000,000  of  tax-exempt  securities,  and  while  these  must  be 
diminished  and  future  issues  prohibited,  even  though  a  constitutional  amendment 
is  necessary,  these  farm-loan  Vonds  must  cany  that  tax-erempt  feature,  because  the 
capital  needs  of  the  producers  must  be  supplied  on  the  basis  of  a  low  rate  of  interest. 
The  bonds  must  be  sold  in  order  to  get  the  capital  required  by  the  farmer.  They  must 
bear  a  low  rate  of  interest,  such  as  the  business  of  agriculture  will  jtistify;  otherwise 
the  proceeds  can  not  be  utilized  ad^  antageouslv  and  the  purpose  of  the  act  has  failed. 
The  problem  is  plainly  to  create  a  marlcet  for  the  bonds.  In  normal  times  the  public 
and  in^'estors  would  absorb  them  readily.  Now,  when  large  quantities  of  high-class 
securities  are  on  the  market,  bearijig  rates  of  interest  exceeding  6  per  cent,  there  is 
not  sufficient  demand  for  farm-loan  bonds  to  fumirii  the  money  tiie  farmers  require. 
It  is  perfectly  fea  ible  to  create  that  demand. 

The  bill  M-hich  I  have  introduced  (S.  620)  and  which  is  now  with  the  Committee 
on  Banking  and  Currency  vill  do  it.  It  simply  ])rovides  that  acceptances  or  prom- 
issorj'  notes  of  member  banks,  vith  farm  loan  bonds  in  the  amount  of  the  notes  as 
collateral  security,  shall  be  eligible  for  rediscount  by  the  Federal  reserve  banks,  md 
that  eligible  bank  acceptances  may  be  given  against  the  deposit  of  such  bonds  aa 
security.  The  moment  that  is  done  the  banks  all  over  the  country  will  want  those 
bonds.'  The  demand  for  them  will  become  practically  unlimited.  These  bonds  are 
secured  in  the  way  I  have  mentioned.  They  are  absolutely  safe.  They  bear  interest 
at  5  per  cent  and  are  exempt  from  all  taxes.  N^tiable  Pap^  secured  hy  mich  bonds 
is  folly  protected.  Why  should  such  paper  not  enjoy  the  tedttoount  pvivil^  that 
paper  arudi^  firom  ccunmeifaal  toffisactions  enjoys? 

OBJ£C1tOK  TO  KEniSCOUNXINa. 

The  objection  offered  to  this  proposed  amendment  to  the  Federal  resertre  act  is 
that  it  would  violato  princixue  of  that  act,  which  is  that  circulating  notes  shall 
only  be  issued  when  secured  by  commercial  paper  of  short  maturity,  "self-liquidating  " 
in  character— that  is.  payable  at  maturity  from  the  proceeds  of  the  C(»ni|iodity  which 
changed  hands  when  the  paper  was  given. 

My  answer  is,  first,  the  farmer  has,  under  the  farm  loan  s>'8tem,  been  able  to  make 
bis  asset— luis  real  estate— liquid  in  character  by  its  takings  we  form  of  Oxis  n^otiable 
bond.  This  paper,  secured  by  such  a  bond,  is  "self-liquidating"  just  as  much  as  is 
any  commercial  paper  now  eligible  for  rediscount.  In  the  next  place,  every  banker 
knows  the  principle  of  ''self-liouidation"  is  not  correct,  either  in  theorj%  under  the 
detiuition  given  by  the  Federal  Reserve  Board  of  commercdal  paper,  or  in  practice, 
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by  his  own  experience.  The  Federal  reserve  bank  looks  to  tlie  member  bank,  not 
to  the  property  sold,  and  the  member  bank  looks  to  the  maker  of  the  note,  not 
the  commodity  involved  in  ibe  original  transacticm.  To  illustrate:  If  A  sells  B  a 
horse  or  a  bale  of  cotton  or  an  automobile  for  $500  and  takes  B'a  note  at  three  months 
for  the  amount,  A  can  take  that  note  to  his  bank  and  discount  it,  and  bis  bank  can 
forward  it  to  the  ]'\'<l«  ]al  reserve  bank  and  rediscount  it,  receiving  circulating  notes 
therefor.  If  in  30  da.^  s  U  sells  that  same  horse  to  C  for  $500  and  takes  his  note  at 
three  months,  that  loote  may  take  the  same  course  as  tJie  first.  If  30  days  thereafter 
C  sells  the  same  horse  td  D  for  S500  and  takes  in  payment  D's  note  at  ttoee  months^ 
that  note  C  may  discount  and  his  bank  rediscount  with  the  Federal  reserve  bank 
in  the  same  way.  The  Federal  reserve  bank  will  now  have  SI, 500  in  commercial 
paper,  three  notes  due  at  intervals  of  30  days,  and  there  may  be  a  dead  horse  with 
wmch  the  self-liquidating  process  is  to  be  effected.  Of  course,  the  idea  of  redis- 
counted  commeroal  paper  bring  "self-^liqiiidating''  is  Vforee  imn  a  mere  theory— 
^tiaAvayth. 

BASIS  fX>a  PAf £&. 

^  Can  anyone  reasonably  contend  that  the  paper  I  have  men^oned  in  the  transac- 
tions with  the  horse  stands  on  a  sounder  basis,  a  better  principle,  than  similar  papear 
ha\dng  attached  to  it  as  collateral  a  farm  loan  bond,  for  which  tliere  is  a  ready  nuurloet 

in  amount  equal  to  the  face  of  the  note  in  every  instance?  The  former  paper  is  now, 
under  the  law,  eligible  for  rediscount,  whereas  it  is  claimed  the  sacred  princi])le  of 
that  law  would  be  violated  by  amending  it  so  as  to  place  paper  with  farm  loan  lionds 
as  collateral  on  the  same  footing.  It  seems  to  me  such  a  claim  is  absurd.  If  this 
amendment  is  enacted  by  Congress,  it  will  give  the  farnier  some  of  the  indirect  benef  ts 
•of  the  Federal  reserve  act.  It  vnll.  in  a  way,  connect  the  Federal  reservo  a^'t  with 
the  farm  loan  act.  wlipn»l)y  the  bent^fils  of  tlu*  fonncr,  now  enjoved  exclusively  by  the 
trader,  may  be  sliared  by  the  producer,  to  the  ad\  antage  of  both. 

It  will  create  a  constant  and  broad  market  for  fsam  loan  bonds.  I  am  assured  that 
the  city  bank  or  banker,  the  big  insurance  and  trust  companies,  indeed,  all  dealers 
in  seciuitips  or  traders  in  debts— and  banking  is  but  another  name  for  trading  in 
debts— will  lind  it  most  convenient  to  have  always  available  a  security  which,  undef 
any  and  all  circumstances,  may  readily  be  converted  into  cash. 

SOUBCB  or  DBKAKD. 

Nor  %rill  this  deuniud  come  alone  from  tho  banking  fraternity,  whose  business  is 
the  buying  and  selling  of  debts,  but  from  large  and  small  investors  as  well.  j\s  soon 
as  it  is  tmderstood  that  &rm  loan  bonds  ill  also  command  a  banker's  acceptance, 
and  that  these  acceptances  under  the  Fedmd  reserve  act  entitle  the  holder  to  tiie 
lowest  rate  oi  discount  at  the  Federal  reserve  banks,  such  bonds  will  be  sought  by 
the  savinirs  l^anks  and  l)y  big  industrial  and  mercantile  establishments  whose  busi- 
ness requirements  are  such  that  only  at  certain  seasons  of  the  vear  must  tlie>-  have 
ready  cash.  They  will  not  find  it  necessajy  to  keep  large  bank  balances  idle  or  bear- 
ii^  a  nominal  rate  of  interest,  for  hnn  loan  bonds  will  men  be  a  most  desirable  sub- 
stitute for  such  balances,  yielding  a  greater  profit. 

A  small  investor  -will  also  find  those  l>onds  a  profitable  sulistitute  for  time  deposits, 
being  in  convenient  denominations  and  yielding  a  better  rate  of  interest,  vet  ahvavs 
available  to  produce  cash.  The  privilege  or  benefit  this  bill  asks  for  farm  loan  bonis 
is  now  enjoyed  by  United  States  bonds,  and  is  no  new  expaiment  in  finance.  Surely 
it  is  not  asking  too  mudi  for  that  industry,  on  which  all  others  are  dependent,  in 
which  45,500.000  of  our  people  are  engasred.  operating  ]iropertv  worth  000,000,000, 
yielding  ])roducts  of  tlie  value  of  .>;20,000,OflO,6(iO  annually,  to  insist  that  it  be  afforded 
facilities  equal  to  those  afforded  any  other  industry  or  business  for  realizing  its  needed 
financial  accommodationB. 

If  this  is  done,  the  need  for  short-time  personal  credit  will  soon  disap]iear.  The 
iEOmer  will  be  able  to  proceed  on  a  cash  basis  as  to  his  cunent  expenses.  He  will 
not  be  obliged  to  pay  two  prices  for  su])plies  he  now  buys  on  credit.  By  a  proper 
use  of  the  capital  lio  can  obtain  under  the  fann  loan  act  his  earnings  will  be  such 
that  he  can  meet  Uie  interest  and  amortization  cha^^es  and  li^  w»d6  sufficient  to 
carry  him  until  his  next  crop  comes  in. 

Efforts  to  make  it  eacfy  to  obtain  credit  for  every  day  demands  will  tend  to  en- 
oomage  going  into  debt,  and  this  should  be  avoided. 

72171—21  2 
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Onfo  Ins  lanii  ip  acquirod  and  put  in  thoroueh  order  and  its  full  oarnini?  iwwer  is 
developed  at  a  charge  so  low  that  he  ran  not  fail  to  meet  it  and  on  mrh  torm?  a^  to 
Teheve  hm  of  all  care  and  anxiety,  his  main  problem  is  solved,  and  hi8  dailv  runvnt 
CTpense^  be  will  soon  find,  by  the  exercise  of  a  little  fOTesight.  he  can  readily  manage. 

benator  Fletcher.  Mr.  Chairman,  perhaps  it  would  be  better  not  to  go  into  the 
merits  of  the  other  hill  until  we  have  finished  with  this  one.  I  would  like  to  ask  Mr. 
W.  \\  .  Flanna$?an,  who  is  a  hanker,  and  experienced  in  business,  and  who  was  formerly 
secretary  of  the  Farm  Loan  Board,  to,  in  the  first  place,  more  parti  cularlv  answer  the 
objections  of  the  Federal  Reserve  Bowd  to  this  bill,  and  perhaps  their  objections 
ought  to  ^ro  into  the  record  also.  I  have  no  objection  to  tihat  couree  bein?  pursued. 
Thpy  oui^ht  to  sro  m  somewhere.   They  wrote  a  letter  to  the  chairman,  and  they 

Eointed  out  certain  objections  to  this  proposed  les^slation.    T  submitted  that  letter  to  ■ 
^  [r.  Flannagan,  and  it  might  be  well  to  insert  it  in  the  record.   Of  course.  1  can  put  it 
IB  at  any  time*  ^ 

The  Chairman .  As  part  of  your  statement  you,  of  coime,  can  refer  to  ihese  matters. 

henator  Fletcher.  I  have  submitted  these  papers  to  Mr.  Flannagan.  He  can  sup- 
ply them  if  the  committee  wants  them  toijo  in.    T  am  not  particular  about  it,  however 

Senator  Glass.  Of  course  it  should  go  in.  The  record  would  not  be  complete  with- 
outit. 

Senator  Fletcher.  I  think  it  had  better  go  in,  but  at  this  point  I  will  ask  Mr,  Plan- 
m^w  to  make  a  Btatemoit  mth  r^ia^ 

The  Chairman.  The  papers  you  refer  to  may  be  inserted  in  the  record. 

SIATBHBHT  OF  MB>  W.  W>  FLAMKAGAN,  FOBMEB.  SECBETABY  OF 

TBM  FABM  UOAS  BOARD. 

The  Chairman,  Mr.  Flannagan,  will  you  address  yourself  to  these  objects  that  have 
been  referred  to? 

Senator  Fletcher.  Mr.  Chairman,  I  surest  tiiat  Mr.  Flanua^^an  give  his  views 
respecting  this  proposed  legislation,  and  also  with  respect  to  the  objections  raised  to 
it  by  the  Federal  Reserve  Board. 

Mr.  Flanxagaw  Mr.  Chairman.  I  have  alreadv  expressed  mv  views  with  respp(^t 
to  this  bill  in  a  letter  which  I  addressed  to  Senator  FhXcher/who  had  that  letter 
published  in  the  Congressional  Record.  So  that  il'  you  will  put  that  letter  in  your 
record  it  will  really  state  my  views,  unless  you  Want  me  to  read  it. 

Senator  Fletcher.  It  k  necessan^  to  read  it.  I  ask  that  that  lettw-  go  into  the 
record  at  this  point. 

The  Chairman.  That  letter  will  not  reqiuie  any  extensive  repetition  here,  I  assume. 
Mr.  Flannagan.  No,  sir. 

Senator  Fletcher.  I  will  say  that  that  lett^  was  written,  however,  before  the 
letter  from  the  lK)ard  to  the  chairman  came  to  my  notice. 

Mr.  Flaxnagax.  This  letter  was  written  before  I  had  seen  tlte  letter  that  was 
written  to  the  cliairman  ot  this  committee— Senator  McLean— l)y  the  governor  of  the 
Federal  Reserve  Board.  I  think  that  really  ray  letter  answers  all  the  objections  that 
the  governor  makes  in  his  letter,  thou^rh  I  ]>ro])ose  to  comment  on  the  governor's  letter 
later  on.    If  \'oii  will  allow  that  to  «:o  in  the  record,  I  will  *^ive  it  to  the  stenographer  . 

Tlie  Chaiuman-.  If  tliat  is  accepta!)h-  to  the  committee  let  it  appear  in  the  record. 

(The  letter  relened  to  is  here  piinted  in  full,  as  follows;) 

Naiionai*  Union  of  Farm  Loan  Associations^ 

lion.  Duncan  U.  Fletcher, 

United  States  Senate,  Washington,  V.  C. 

Beau  Senator  Fletcher:  I  have  examined  with  a  <rveat  deal  of  interest  the  pro- 
viBions  of  your  bill  (S.  4994,  G(ith  Cong.;  and  highly  commend  its  purposes  and  the 
elective  method  thereby  provided  to  secure  capital  for  the  farmer  at  a  low  rate  of 
interest,  while  preventing  the  farm  loan  system  from  becoming  an  annual  charge 
against  the  revenues  of  the  Govenuuenti  in  the  form  of  iorced  purehases  of  farm  loan 
bonds. 

Your  prominent  connection  with  the  rural  credit  movement  from  its  verv  inception 
as  chairman  of  both  of  the  commissions  which  were  sent  abroad  to  gain  information  and 
make  a  study  of  the  sul>iect,  as  author  of  the  first  rural  credit  bill  introduced  into 

Congress,  as  member  of  the  ^^enate  IJanking  and  Currencv  Committee  of  the  Sixty- 
third  Congress,  which  secured  a  great  amount  of  valuable  testimony  on  the  subject 
through  the  hearmgs  it  held,  as  member  of  the  same  committee  of  the  Sixtv-fonrth 
Congress,  which  omsidered  and  reported  the  bill  that  afterwards  became  the  farm 


SAIJB  OT  FABM  LOAS  fiONIKk  19 

loan  act|  as  member  of  the  coidereace  committee  wfaidi  gave  final  el'^ect  to  this  w<Hrk» 

and  your  consistent  advocacy  of  ever\'  public  measure  which  has  had  for  it?  purposes 
the  advancement  of  the  welfare  of  the  American  farmer  entitles  any  in(Msure  proposed 
by  you  on  this  subject  to  the  most  favorable  consideration  from  the  Anieri<'an  people. 

I  concede  that  the  business  of  agriculture  is  fundamental  and  that  its  propsperity 
is  a  necessitv  for  the  ocmtinnation  and  advanc^eat  of  our  civilizatim,  and  that  it  is 
the  duty  of  the  Government  to  provide,  if  necessary,  the  means,  at  the  expense  of  all 
the  people,  whereby  this  prosperity  is  assured  to  those  who  are  worthv  and  willing  to 
engage  in  this  fundamental  industry,  but  I  think  it  would  be  a  mistake  to  make  any 
system  of  finance  dependent  for  success  upon  annual  appropriations  from  the  Treasury, 
even  if  such  appropriation  results  in  an  undoubtedly  sound  investm^t  yielding  m 
normal  times  a  profit  on  such  investment. 

In  other  words,  while  it  is  sound  from  an  economic  viewpoint  in  a  democrat  ic  govern- 
ment to  tax  all  the  people  in  order  to  be  certain  that  those  engaged  in  tlie  j  trod  notion 
of  the  necessities  of  life  find  it  sufficiently  attractive  to  continue  that  pursuit  so  ihat 
the  adherents  of  ^riculture  remain  contented  and  happy,  and  its  development  keep 
pace  along  other  lines  of  human  endeavor,  it  is  not  necefiBar>'  to  adopt  th&  procedure, 
if  other  means  can  be  found,  justified  by  our  experience,  wholly  in  keeping  vriih  our 
system  of  finance,  whereby  the  farm-loan  system  may  be  made  independent  of  receiv- 
ing recurrent  Government  aid,  dependent  upon  the  changing  views  of  each  succeeding 
Congress.  To  make  it  so  dependent  is  to  leave  the  Systran  incomplete  in  itsdf  as  a 
93rBtem  of  finance,  and  invites  continual  criticism,  if  it  does  not  spdl  failure. 

I  think  you  have  found  '  the  other  means"  in  your  bill,  the  merits  of  which  I 
purpose  to  discuss  in  this  lett(*r  as  I  see  them. 

The  ultimate  success  of  the  farm  loaix  act  iu  servijig  its  avowed  i)urpose  "te  pro- 
vide capital  for  agricultural  development"  must,  of  course,  depend  upon  the  ability 
•  to  sell  readily  farm-loan  bonds  betmng  a  low  rate  of  interest  at  not  less  than  par.  The 
restrictions  thrown  around  the  issuance  of  these  bonds  under  the  i>rovi.^ion.M  of  this 
act  leave  no  doulit  as  to  the  security  they  otfer  as  tar  as  human  iore«it,diT  can  maki- 
them  secure,  ajid  it  is  not  necessary  to  discuss  here  the  natun*  and  value  of  such 
security. 

The  experience  of  the  world  in  the  collection  of  debts  from  the  time  debts  were  first 

known  and  interest  charged  for  their  deferred  ])ayment,  demonstrates  beyond  ques- 
tion that  productive  real  estate  is  the  sure^st  and  rarest  of  all  security.  ne\*  r  foiling 
except  with  the  (io\  enunent  which  defends  the  title  Thereto,  and  not  always  then. 

The  very  meaning  of  the  word  **real"  indicates  the  permanence  and  safety  of  the 
security  whidi  real  estate  affords. 

Xow.  in  order  that  these  bonds  slmll  sell  n^adily.  tlu-re  must  be  a  cojistanl  and  con- 
tinued demand.  Demand  comes  from  human  <iesire.  a  sTate  of  mind,  a  wi.-b  to  he 
beneiited.  The  usual  ijenelit  offered  for  the  loan  of  capital  is  jnoiit  in  the  form  nf 
interest,  and  though  it  is  a  realized  economic  fact  that  the  higher  the  interest  mte 
the  lower  the  security,  periods  in  financial  history  occur— specially  fdlowing  the 
frreat  destruction  of  capital  which  every  war  causes — that  irrefi])ectiA  e  of  seci  rity. 
ca]>iTdl.  be<'ause  of  its  scarcity  .  denunid?  atid  commands  hi*jher  rat(»s  of  interest  than 
often  the  business  oi  the  borrower  can  afford  to  pa}'.  Es]>ecially  is  this  the  cn  r  when 
Governments  become  borrowers  in  lai^  amounts  to  m(Hn-  the  deva^^tatioji  of  \\  in\<. 

We  have  just  this  condition  which  confronts  us  to-day  in  the  ca«e  of  farm4oan  bonds. 
The  markets  are  flooded  with  offerinjw  of  hidi-cla^  securities  issued  by  governments, 
railroads,  industrial,  and  mercantilf^  estarilisbmei»ts.  o\or\  form  of  human  endeavor, 
all  seeking  the  use  of  capital  at  hiirher  rates  of  ijiterc^t  than  the  business  of  farmin? 
will  justifv,  more  than  the  farmers  can  pay  and  properly  live.  Vet  he  must  li\  e  ami 
prosper.  >  t  a.  more  than  that,  he  must  be  satisfied  aiid  ccmtented,  or  American  civili  - 
nation  dies  iu  a  supreme  reien  of  chaos. 

In  finding-  a  market  for  farm-loan  !>f)nds  we  <'an  ni)t  com])(»fe  on  the  })asis  of  ]>ronr 
derived  f roni  the  rate  of  interest  otlVred:  nnd  the  demand  mrst  Ihercfoii*  come  from 
some  other  rigrht,  benefit,  or  advantage  which  they  offi*r.  Tlie  genius  ol  Salmon  P. 
Chase  solved  a  similar  problem  for  the  Government,  when  duriufr  and  at  the  close  of 
the  Civil  War  the  necessity  of  floating  lar^  volumes  of  United  States  bonds  afose, 
in  order  to  fund  th^^  indelStediu^s  caused  by  the  war.  at  n  lowor  rate  of  interest. 
United  Statt^  bonds  were  s(41in<r  far  below  par;  there  was  no  denuuid  to  justify  u 
large  issue;  greenbacks  were  at  a  heavy  discount  and  goKi  was  selliui^  at  a  pn'mium. 
CSiase  saw  some  other  inducement  than  high  interest  was  necessary,  that  he  could 
not  compete  on  this  basis,  so  he  gave  to  United  States  bonds  the  circiilating  privilegi-. 
He  allowed  national  banks  to  deposit  Avith  the  i'omptrollor  of  tlio  <'urrency  United 
States  bonds  and  the  privilege  of  the  issuance  of  circnlatiuir  notes  ai^ainst  such  de- 
posits.^ _He  utilized  the  bank  function  of  note  circulation  to  supply  tht^  ^)ressing 
necesBities  of  the  Crovemment,  and  later,  by  taxing  State-bank  notes  out  ol  existence. 
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ga\  t'  us  a  uuiiorm  cim  c'iu*\'.  circulaticH^  at  par  throughout  the  whole  country,  which 
continnes  to  this  day.  Tlie  result  of  tluB  advantage  ot  benefit  was  that  United  States 
boB<ls  heariiiij:  2  per  cent  int'.^'est  liuve  cominaiided  a  ])i  'ini,iiii  ou  the  market,  whiki 
iiimiliir  boud-^  hrMrini:  a  nnieh  liiirlier  rate  of  inter(\^t  .^old  for  h\-s  thun  par.  This 
iih'Ay:^  coiH'Iusivel y  that  advanta^^en  or  b<'nelits  may  he  iriven  under  the  hiw  which  will 
create  a  deinaud  for  bontis,  irrespective  of  the  rate  oi  interest  they  bear;  or,  iu  other 
vcHrds,  the  security  of  the  principal  being  assured,  the  rate  of  interest  the  bonds 
bear  is  not  always  the  govmun^  factor  in  creating  a  d^nand  juoid  establ^hing  the 
market  price. 

The  Federal  reserve  law  has  now  changed  this  collateral  benefit  held  by  national 
baukd  and  practically  given  a  monopoly  of  the  circulating  privilege  to  tlie  Federal 
reserve  banks.  Und^  the  op^tibn  of  this  law^  the  l^mk  function  of  discount  is 
interwoven  with  the  bank  fmiction  of  drcuUtim  or  note  issue,  so  that  no  cizculatinff 
notes  can  be  obtaineil  as  a  medium  of  exchange  unless  pfe^ded  by  a  discouat  <n 
commercial  ])aj>er  at  a  Federal  reserve  bank. 

^  Such  diycouuts  create  reserves  for  the  other  member  banks,  so  that  in  order  that  ■ 
drculating  notes  may  be  had  for  the  purposes  of  trade  the  banks  must  draw  against 
^eir  reserve  balances  with  the  Federal  banks,  liiey  can  not  count  the  ctrculat* 
ing  notes  thus  drawn  as  a  part  of  theh  lawful  reserve,  nor  (^an  they  restore  their  reserve 
by  a  redeposit  of  the^e  notes,  so  that  in  order  to  obtain  circulating  not^  to  meet 
tlieu"  customers'  re:iuiremeats  for  this  meiium  ot  exchange  the  banks  must  con- 
vert ''reserve  funds' '  in  the  form  of  bank  balances  or  credit  with  the  reserve 
Ijank  into  ^'nonreserve  funds"  and  rei^enish  the  same  by  another  discount.  These 
balances  are  created  by  discounts,  as  stated;  they  are  called  rediscounts,  and  must 
couj^ist  ot  paper  previously  discounted  by  a  member  bank  of  a  })articular  nature— 
that  is,  such  i>aper  must  represent  a  debt  incurred  by  the  wale  and  trausier  of  a  com- 
modity, or,  in  other  words  commercial  paper."  The  Federal  reserve  act  is  based 
on  the  thecxry  that  there  never  can  be  any  excess  of  commieeeial  paper,  and  is  int^d  3d 
to  afford  the  means  Avhereby  such  paper  can  always  be  leadUy  converted  into  CfluBth, 
tiius  encourajriii?  and  facilitating  business. 

But  observe  that  the  business  thus  intended  to  be  facilitated  is  the  business  of  trad- 
ing— ^the  buying  and  selling  of  commodities  on  time,  the  extension  of  credit  for  short 
periods.  It  is  the  merehsmt  who  is  intended  to  be  and  who  is  bene&ted*  He  is  tiie 
man  who  is  afforded  the  credit  faeilitifo  wbofeby  he  can  estmd  to  his  customer  time 
for  deferred  j)aymeat. 

Now,  the  farmer  is  not  a  trader  nor  a  merchant.  He  does  not  buy  and  sell  his 
products  for  proiit.  Through  utilizing  the  forces  oX  nature  he  creates  the  products 
which  the  merchant  buys  and  selb  for  his  own  profit.  The  &trmer  must  s^l  when 
his  product  is  ready  for  market,  and  he  sdls  such  product  usually  once  a  year. 

A\  hat  your  bill  does  is  to  give  the  farmer  some  of  the  indirect  benefits  of  the  Federal 
reserve  act.  li  affords  a  point  of  contact  between  the  Federal  reserve  act  and  the  farm 
loan  act  whereby  the  benefits  of  the  former,  now  held  exclusively  by  the  trader, 
may  be  shared  by  the  producer.  And  in  extending  this  benefit  to  the  produce  it 
does  not  lessen  but  increases  the  benefit  to  the  trader.  The  benefit  to  both  is  in- 
creased through  the  medium  of  the  commwcial  banks,  which  in  turn  are  also  benefited 
throngh  the  additional  facilities  they  are  tlius  ^laUed  to  extend  to  all  chi^ses  of  business 
interests, 

'i  his  benefit  comes  to  the  £Brmer  through  the  farm  loan  act  by  creating  a  constant 
and  broad  market  for  farm-loan  bonds.  It  comes  from  creating  a  demand  for  such 
bonds  from  the  banking  and  commercial  interests  of  the  country.  Every  national 
bank  and  indeed  every  member  bank  of  the  Federal  reserve  system  will  want  to  hold 
constantly  some  of  these  bonds  as  a  secondary  reserve,  an  asset  that  is  always  convert- 
ible into  cash  under  yoiu*  bill,  iiTespective  of  the  maturity,  and  always  bearing  a 
reasonable  rate  of  interest  until  so  converted.  It  is  not  an  idle  or  noninterest  beanni; 
reserve,  as  is  the  case  with  money  in  the  vault  or  balances  with  the  Federal  reserve 
banks*  Every  country  banker  will  readily  appreciate  the  advanta^»e  of  havin"  such 
an  asset.  Ue  may  not  have  the  opportunity  in  his  localitv  to  keep  on  hand  at  all 
times  "commercial  paper"  to  meet  the  requirements  of  the  Federal  reserve  bank 
vrhen  he  needs  a  re<UBcount.  His  '^average  nalance,^'  which  the  city  bank  requires 
him  to  keep  in  ^rder  to  entitle  him  to  a  discount,  may  not  have  been  *'satihfactory" 
to  the  city  bank.  Indeed,  luivinG:  farm-loan  bonds  anions:  his  assets  removes  the 
necessity  of  "keeping  balanc<-s"'  for  the  purpose  of  obtaining  discounts,  and  they 
pay  him  a  better  rate  of  inteicst  than  he  can  get  on  such  balances.  He  will  ueei 
such  balances  only  for  the  purpose  of  supplying  ^*  exchange. "  He  will  have  a  feeing 
of  comfort  and  inaependence  Avhich  ho  can  not  have  when  dependent  upon  the  con- 
venir^nre  or  ncessities  of  his  city  bank  correspondent  or  perhaps  the  will  or  the 
whim  oi  some  oilicer  thereof.   Ih'e  rate  of  interest  he  will  have  to  pay  on  his  redis- 
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counts  v.'ith  farm-loan  bonds  as  collateral  is  public  knov/led'jre.  lixed  bcfnu'lund.  and 
not  dependent  upon  market  fluctuations  iu  interest  rates  caused  by  slock-evchaugo 
dealins:9  or  otherwisie^ 

The  city  bank  or  banker,  the  big  insurant f  and  trust  companies,  indeetl,  all  dealers 
in  securities  oj*  traders  in  debis  I'and  bankinj/  is  but  anolher  liarnc  for  fradiji*:  in  debts), 
will  find  it  most  convt^nicnl  to  have  alwuvs  available  a  scciuily  which,  under  any 
and  all  circumstances,  may  readily  be  converted  into  cash. 

Nor  mil  this  demand  come  alone  from  the  banking  fraternity,  whose  business  is 
the  buying  and  selling  of  debts,  but  from  large  and  small  investoi^  as  well.  As  eooa 
afi  it  is  understood  that  farm-loan  bonds  will  always  command  a  banker's  acceptance, 
and  that  these  acceptances  under  the  Federal  reserve  act  entitle  the  hohler  to  the 
lowest  rate  of  discount  at  the  Federal  reserve  banks,  such  bonds  will  be  sought  lor 
by  savings  banks  and  by  big  industrial  and  mercantile  establishments  whose  business 
requirements  are  su^  ihaJb  only  at  certain  seasons  of  the  year  must  they  ha\  e  ready 
.  cash.  They  will  not  find  it  necessary  to  keep  large  bank  balances  idle  or  bearing  a 
nominal  rate  of  interest,  for  farm-loan  1:)ondB  will  then  be  a  most  dmrable  substitute 
for  such  balances,  yiehling  a  greatia'  profit. 

A  small  investor  will  also  find  these  bonds  a  profitable  substitute  for  time  deposits, 
being  in  convenient  denoBuiiati<niaaiid  yielding  a  bett^  rate  of  mtereett  yet  always 
available  to  produce  cash. 

The  privilege  or  l:)enefit  your  bill  asks  for  farm-loan  bondflisBOW  enjoyed  by  United 
States  }x>nds  and  is  no  new  experiment  in  finance. 

OBXBCIIOKS  OONSIDBBBn. 

You  are  sure  to  have  used  as  arguments  against  your  hill,  if  not  lu'ged  as  fatal  objec- 
tions which  should  defeat  it,  (1)  that  it  amends  the  Federal  reserve  act,  and  (2)  the 
claim  that  it  is  not  in  keeping  with  the  principles  of  that  act,  which  is  based  upon 
having  quick  assets  hAd  by  the  Federal  reserve  banks  in  the  loam  ot  ^ '  eelf-Iiquidatu^^'^ 
commercial  paper  of  short  maturity. 

These  objections,  when  analyzed,  have  no  real  force,  as  I  shall  endeavor  to  show. 
It  is  true  that  vour  bill  amends  the  Federal  reserve  act,  and  it  should  be  so  amended. 

The  Federal  reserve  act  was  made  for  the  banker  in  order  to  enable  him  to  extend 
diort  credits  to  the  nmdiant  or  trader  in  commodities.  It  does  not  i»ovide  directly 
for  the  farmer,  because  it  deals  in  liquid  capital,  while  the  farmer  must  have  credits 
of  long  diu-ation.  But  it  does  not  follow  that  the  trader  should  have  a  monopoly  of 
the  benefits  of  the  use  of  liquid  capital.  If  the  farmer  can  put  his  capital,  which  is 
his  land,  in  a  form  wh3reby  it  becomas  liquid  as  between  the  traders — i,  e.,  capable 
of  being  transferred  rapidly— then  he  becomes  the  indirect  beneficiary  of  such  trading. 

An  illumination  of  this  thought  is  shown  in  the  case  of  a  banker  who  issues  a  cir- 
culating note  for  value.  The  note  passes  from  hand  to  hand  effecting  transfers  of 
property  indefinitely,  but  the  banker  who  originally  issued  it  is  the  beneficiary,  and 
continues  so,  as  long  as  the  chculating  note  remains  outstanding. 

To  make  a  constant  and  steady  market  far  fiurm-loan  bonds  as  your  bill  will  do  is* 
to  make  the  farmer's  capital  liquid,  and  tJius  enable  him  to  mm  iadkecUy  the^ 
bnefit  of  the  Federal  reserve  act,  now  enjoyed  by  the  merchant. 

SKLF-LIQUlDA.T0fG  PAPER. 

The  theory  on  which  the  Federal  reserve  act  is  constructed,  \\ith  reference  to  the 
issuance  of  circulating  notes,  is  that  the  security  for  sueli  notes  must  bo  commercial 
paper,  because  such  paper  is  self-liquidating,''  meaning  by  such  expression  tliat  it 
IS  paid  at  maturity  vrom  the  proceeds  of  the  commodity  whidi  changed  ownexship 
when  the  paper  was  givm.^ 

If  this  were  true  in  practice,  the  theory  would  be  all  right;  hut  every  banker  knows 
it  is  not  true,  either  in  theory  under  the  definition  given  for  commercial  paper  by  t^ 
Federal  Reserve  Board  or  iu  practice  by  liis  own  experience. 

Under  our  practice  there  is  no  such  thix^  as  '^setf-liquidating"  paper.  No  banker 
attempts  to  follow  the  proceeds  from  the  Bsie  of  a  commodity  wmch  has  been  pur- 
chased with  so-called  commercial  paper,  unless  the  commodity  so  purchased  is  spe- 
cifically pledged,  as  in  the  case  of  a  bill  of  lading  or  a  vv-arehoi  se  receipt  attached, 
and  then  it  is  not  treated  as  commercial  paper,  b\it  as  collateral-secured  i>a})er. 

Again,  where  transfer  and  deUv«y  of  a  commodity  is  made  upon  the  execution  and 
deKvery  of  a  promissory  note  in  settlement,  no  retention  of  title  to  such  commodity 
is  made  by  the  seller  and  no  legal  obUgation  exists  on  the  part  of  tlie  buyer  to  use  the 
proceeds  of  the  comnu)dity  in  payment  of  the  note,  except  in  cases  of  commodities  or 
property  sold  on  the  installment  plan;  and  in  such  cases  no  one  would  have  the 
temerity  to  otier  such  paper  for  redi^oimt  at  a  reserve  bank. 


I  sell  yon  a  lioi'se  or  a  bale  of  cotton  or  an  antomobilo  for  ?500.  and  you  give  me 
your  note  at  tliree  months.  I  take  the  note  to  my  bank  and  discount  it,  and  my  bank 
rediscounts  it  with  the  Federal  reserve  bank.  In  30  days  you  have  an  offer  from 
anoflier  Senator  to  give  you  his  note  for  $000  at  three  months  for  the  same  horse, 
which  you  accept  in  settlement,  and  discount  the  note  with  your  bank,  which  in  turn 
rediscounts  it.  This  Senator,  feeling  he  would  rather  have  au  automobile,  and  having 
an  offer  from  another  l)uyer,  after  30  da>  s'  use,  to  give  liim  a  note  lor  ^500  payable  in 
three  montlis  for  the  horse,  concludes  to  sell,  and  discounts  the  buyer's  note  at  hia 
bsmk,  which  dso  rediscounts. 

Now,  the  Federal  reserve  bank  has  $1,600  in  commercial  paper,  three  notes  due  at 
intervals  of  30  days,  and  there  is  one  horse  worth  $500  \vith  which  the  self -liquidating 

Erocess  is  to  b(»  effected.  A  **reductio  ad  absurdum/'  The  truth  is  that  this  ''self- 
quidating  "  idea  is  a ' '  catchjpenny ' '  plxrase  and  does  not  exist  in  our  banking  methods. 
The  nearest  approach  to  it  is  in  the  case  of  intematicmal  bankers  who  require  pay- 
ment under  commercial  credits  which  they  issue  against  the  delivery  of  '  *  documents  " 
which  represent  the  title  to  imported  goods;  but  even  in  these  cases  ''trust  receipts" 
are  substituted  for  payment  more  frequently  than  otherwise. 

Self-liquidation  or  payment  at  maturity  of  commercial  paper  as  the  basis  for  redis- 
counts and  note  drculalacm  is  a  mytK  and  the  recent  expenence  of  the  Federal  reserve 
banks  and  member  banks  proves  this  assertion  to  be  true. 

If  the  rediscounted  *  Commercial "  paper  was  self-liquidating  there  woidd  have  been 
no  call  for  deflation  of  credit  by  the  Federal  Reserve  Board,  as  the  discount  line  of  the 
jnember  banks  would  have  been  automatically  reduced,  giving  place  for  new  reflis- 
counts  by  the  Federal  reserve  banks  without  any  increase  in  the  aggregate  amount  of 
such  discounts. 

It  is  becnnse  of  the  fact  that  the  so-called  commercial  paper  held  by  the  Federal 
reserve  banks  is  indirectly  renewed  and  continued  in  force  by  the  member  banks,  and 
is  not  self-liquidating,  thiat  the  demand  comes  for  deflation  or  reduction  of  the  ever- 
increasing  amount  of  ''bank  credit"  represented  by  "bills  and  notes  discounted"  on 
one  side  of  the  bank's  ledger  as  assets,  and  on  the  other  side  by  "d«poat  or  redis- 
counts" as  liabilities. 

It  is  apparent,  therefore,  that  the  liquidity  of  assets  demanded  for  the  reserve  banks 
t  omes  onh-  fiom  the  short  matiurities  of  theii"  cUscounted  paper,  the  opportunity  thus 
being  aiiorded  to  require  payment  at  short  intervi^,  and  not  firom  so-called  self- 
liquidation.  Your  bill  provides  for  paper  of  short  maturity*  It  is  provided  that  the 
paper  which  the  Federal  reserve  banks  may  rediscount  mth  farm-loan  bonds  as 
collateral  security  shall  be  the  obligation  of  a  member  bank,  and  that  the  maturity 
shall  not  exceed  GO  days.  ^  ^ 

It  should  be  noted  that  farm-loan  bonds  can  not  come  into  existence  until  they 
have  behind  them  actual  productive  property  double  in  value  the  face  amount  of 
such  bonds,  and  there  is  in  consequence  a  limit  to  the  amount  which  may  be  issued 
while  there  is  no  linut  to  the  amount  of  so-called  commercial  paper  that  may  be  issued; 
nor  is  there  anv  means  of  preventing  an  unlindted  amount  of  such  paper  from  being 
issued  with  each  transfer  of  the  same  identical  property,  thus  duplicating  paper  as 
the  representative  ei  Hie  full  value  of  such  property  with  each  transfer  and  issuance. 

Now,  which  class  of  paper  is  likely  to  be  most  liquid  in  the  hands  of  the  reserve 
banks?  'lhat  made  by  a  member  bank  with  farm-loan  bonds  as  collateral  security 
attached  or  that  made  bv  a  customer  of  the  member  bank  with  the  bank's  indorse- 
ment with  no  collateral  attached?  In  both  cases  the  member  bank  is  the  one  to  bear 
the  burden  in  time  of  deflation  or  when  the  reserve  bank  feels  it  necessary  or  desirable 
to  reduce  the  amount  of  its  circulating  notes.  In  one  casr*  the  member  bank  is  limited 
to  the  maker  and  indorsers  as  the  only  source  from  which  to  collect.  In  the  other  case 
the  member  bank  has  the  whole  commercial  world  from  which  to  collect  by  a  sale  of 
the  collateral;  and  it  must  be  remembered  that  the  privilege  of  rediscount  which  is 
asked  will  cause  such  a  constant  and  general  demand  for  these  bonds  that  H»ey  will 
Hod  a  ready  market  at  par  or  at  a  premium  whenever  offered. 
Yours,  very  truly, 

W.  W.  i?LANXAGAN. 

Mr,  Flannagan.  The  letter  from  Gov.  Harding  to  Senator  McLean,  under  date  of 
February  10.  is  made  in  response  to  a  request  by  Senator  McLean  to  have  an  expression 
of  views* of  the  Federal  Reserve  Board  in  reference  to  Senate  bill  4994,  which  was  the 
number  of  the  bill  at  the  previous  Congress.   It  is  now  Senate  bill  (i20. 

Senator  Fletchbr.  I  wul  say  that  it  is  ibe  same  bill  tiiat  was  introduced  at  tiie 
iormer  Ccmgress,  but  was  never  acted  upon  and  had  to  be  reintroduced. 

TheCHAimiAK.  1  think  it  woiUd  be  well  to  ineorpcH^te  that  in  the  record. 
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Senator  Fletcher,  lie  refers  to  his  previous  opinion  regarding  the  other  bill, 
which  of  course  applies  to  this. 
(The  letter  referafra  to  is  hero  i^inted  in  folly  asfdlows:) 

Fbderax  RESEitvE  Board, 
Opuce  of  the  Governor, 

WatMngtany  May  9, 19il, 

Mr  Dear  Ms.  Chairman:  Receipt  is  acknowledged  of  your  letter  of  May  7,  1921, 

in  which  you  request  ray  views  with  regard  to  Senate  bill  No.  620. 
^  This  bill  is  identically  the  same  as  Senate  bill  No.  4994  introduced  in  the  Senate  at 

the  third  se&sion  of  the  Sixty-sixth  Congress  on  February  9,  1921.   At  Your  request  - 
the  Federal  Reserve  Board  on  February  16  addressed  a  letter  to  you  setting  form  its 
\        reasons  f<»r  believii^  that  the  enactoient  of  Senate  bili  No.  4994  cf  the  last  aesBitm 
«  would  be  most  unwise. 

There  is  inclosed  herewith  for  the  information  of  your  committee  a  copy  of  that 
letter  which  represents  tlie  views  of  the  Federal  iieserv  e  lioaid  with  regard  to  Senate 
bill  No.  620. 

YourSy  very  truly, 

W.  P.  0.  HABmNO, 

Hon.  Gkouge  p.  ^IcLean, 

Chairtiuiu  CoiumiUee  on  Bunking  and  Currency^ 

UmUd  SkOes  Senate. 

  / 

PitBRUARY  16,  1921. 

H<m.  George  P.  McLean, 

Chairman  CammiUee  on  BanHng  and  Currency, 

United  States  Senate,  Washington,  D ,  C. 

My  Dear  Mr.  Chairman:  You  have  requested  an  expression  of  the  views  ot  the 
Federal  Reserv^e  Board  with  regard  to  Senate  hill  4994. 

The  bill  authorizes  *'any  bank  of  the  Federal  reserve  system"  to  buy  or  sell  farm 
loan  bcmds,  and  autlicnrizes  any  membw  bank  to  accept  time  drafts  i^inst  the  deposit 
of  such  bonds,  and  provides  that  such  acceptances,  or  the  direct  obligation  <rf  a  m«iber 
bank  maturing  within  60  days  when  accompanied  by  farm  loan  bonds  as  collateral 
security  not  less  in  face  value  than  the  amount  of  such  direct  obligation^  shall  be 
eUgible  for  rediscount  by  Federal  reserve  banks. 

fii  so  far  as  concerns  the  anfliority  of  member  banks  to  purchase  farm  loan  bonds» 
the  bill  if  enacted  would  be  without  effect,  for  member  banks  now  have  authority  to 
buy  and  sell  such  bonds  under  the  provisions  of  section  27  of  the  Federal  farm  loan 
act.  On  account  of  the  other  provisions  of  the  bill,  however,  the  Federal  Beserve 
Board  is  opposed  to  its  enactment. 

&mkW  acceptances  should  be  the  most  liquid  class  ci  bank  paper  and,  conse- 

*  auendy,  should  oe  issued  only  for  the  piu7)03e  of  financing  ccMnm^xaal  traasactions, 
uie  proceeds  of  which  may  be  expected  to  liquidate  the  acceptances.  Recognizing 
this  fundamental  principle.  Congress  in  enacting  and  amending  the  I'ederal  reserve 
act  has  given  to  national  banks  the  power  to  accept  only  those  dfrafts  which  grow  out 

•  ct  certain  clearly  defined  commercial  transactions.  The  limitations  as  to  the  char^ 
acter  of  the  transactions  out  of  whidi  the  acceptances  must  arise  were  necessary  to  the 
development  of  the  acceptance  business  in  accordance  with  sound  banking  principles, 
and  those  limitations  are,  in  the  board's  opinion,  still  necessary  to  the  maintenance 
and  further  development  of  that  business.  Even  with  the  wise  restrictions  wliich 
limit  the  power  of  national  banks  to  accept  drafts  at  the  present  time,  the  Fedeial 
Reserve  Board  finds  it  necessary  to  use  great  care  in  framing  its  regulatioDB  and  in 
issuing  its  rulings  to  guard  against  the  abuse  of  the  acceptance  priA-ilofre. 

Because  of  the  self-liquidating  character  of  the  transactions  out  of  wliich  they  arise, 
and  the  credit  of  the  accepting  banks,  bankers'  acceptances  are  bought  and  sold  in 
the  open  markets  at  rates  generally  lower  than  any  oQier  class  of  commercial  paper. 
To  permit  bankers'  acceptances  to  be  made  for  purposes  other  than  the  financing  of 
strictly  commercial  transactions  would  not  only  violate  fxmdamental  principles  of 
banking  but  would  make  impossible  the  develojunent  and  maintenance  of  a  satis- 
factory open  market  for  such  acceptances. 

It  is  apparent,  of  course,  that  acceptances  made  against  the  deposit  of  farm  loan 
Ixmds  woiud  not  be  liquid,  but,  on  the  contrary,  would  grew  cut  of  a  ^  ery  unliquid 
type  of  investment  transaction.  Farm  loan  bonds  are  secured  by  real  ei-tate,  and 
those  which  have  been  issued  up  to  the  present  time  mature  20  years  in  m  date  of  issue. 
Unlike  acceptances  issued  to  finance  commercial  transactions,  acceptances  against 
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tibe  d^qposit  of  iuvofetmeat  securities  would  not  be  automatically  ?elf-liquidatiDg  aiid 
would,  therefore,  have  to  be  renewed  from  time  to  time.  This  would  tend  to  induce  a 
permanent  state  of  inflation  of  "frozen"  credits  and  to  the  extent  of  such  inflation 
wonld  dimiuish  the  l)anking  resources  availaMe  for  commercial  and  agricultural' 

transactitm?.  In  thi^  connection,  it  ia  pipiilicant  to  oVperve  that  member  VanVs  are 
not  permitted  to  accept  drafts  against  the  deposit  of  bonds  of  the  L  nited  States  Govern- 
ment. 

The  Bams  reasons  which  have  been  urged  against  permitting  member  banks  to 
accept  against  deposits  of  farm  loan  bonds  may  be  urged  with  even  greater  force  against 
making  eligible  for  rediscount  by  Federal  reserve  banks  acceptances  of  this  character 
•  and  direct  obligations  of  member  banks  secured  by  farm  loan  bonds.  The  paper 
acquired  by  the  Federal  reserve  banks  is  the  collateral  security  for  Federal  reserve 
notes,  which  constitute  by  far  the  greater  part  of  tlie  paper  cutrency  of  l^e  country.* 
It  is  most  important,  therefore,  that  the  liquid  character  of  the  paper  which  may  be 
purchased  by  Federal  reserve  banks  -w-onld  be  maintained.  To  the  extent  that  the 
acceptances  and  direct  obligations  described  in  the  bill  were  used  as  collateral  for 
Federal  reserve  notes,  the  elasticity  of  and  the  power  of  control  over  such  notes  would 
be  dinidniBhed.  Perhaps  tbe  prime  purpose  of  the  enactment  of  the  Federal  reserve 
act  was  to  provide  an  elastic  currency,  and  any  legislation  which  would  have  the  ^ect 
of  Shaking  the  currency  less  elastic  would,  in  the  board's  opinion,  be  most  unwise. 
YourS}  very  truly, 

W.  P,  G.  HAnnniG,  Governor, 

Mr.  FiAXNAGAK.  This  letter  from  Gov.  Harding  to  Bemboft  McLean,  in  part,  is  as 

follows: 

"Because  of  the  self-liquidating  character  of  the  transactions  out  of  which  they  ari-^e, 
and  the  credit  of  the  accepting  banks,  bankers'  acceptances  are  bought  and  sold  in 
the  open  markets  at  rates  generally  lower  than  any  ot^er  class  of  commercial  ]>aper. 
To  permit  bankers'  acceptances  to  be  made  for  purpo='e3  other  than  the  financing  of 
strictly  commercial  transactions  would  not  only  violate  fundamental  principles  of 
banking  ]>ut  would  make  impossible  the  development  and  maintenance  of  a  satis- 
factory open  market  for  such  acceptances." 

My  objection  to  that  is  that  it  states,  or  asserts  as  a  fftct^  that  the  fundamental  prin* 
cdples  of  banldng  are  violated,  when  in  point  of  fact  it  does  not  point  to  what  principles 
of  banking  are  violated.  I  deny  the  assertion  that  any  ftmdamental  principle  of 
banking  is  A^olated. 

Senator  Glass,  It  is  an  utter  violation  of  the  principles  of  banking  throughout  the 
civiliased  world. 

Mr.  Flannagan.  What  is  a  violation  of  the  general  practice  of  banking? 

Senator  Glass.  Why,  tbe  acceptances  on  noncomnbardal  tiraaactions  of  invested 

securities. 

Mr.  Flannagan.  I  do  not  think  that  is  true. 

Senator  Guiss.  Before  you  proceed  with  that,  what  have  you  to  say  about  the 
statement  of  &e  governor  there,  whether  it  is  or  is  not  a  tact  that  the  banks  of  the' 
Federal  t&ecve  vy&lxm  abeady  under  the  law  textuaUy  have  the  right  to  buy  these 
bonds? 

Mr.  FiANNAGAN.  I  wiU  state  it.  The  member  banks,  under  the  Federal  reserve 
system,  have  the  ri^t  to  buy  and  adl  tiiese  bonds.  The  Federal  reserve  banks  havfe 
not  the  right.  Senator  Fletcher's  bill  gives  the  Federal  reserve  banks  the  right  also 
to  buy  them.  That  is  the  only  difference.  That  law  as  it  stands  to-day  allows  member 
banks  to  do  it.  Senator  Fletcher's  bill  allows  any  bank  of  the  Federal  reserve  system 
to  do  it.   That  is  the  diuerence. 

Going  back  agnn  to  the  fundamental  principles  of  banking,  I  think  that  all  bonkiDg 
is  merely  a  dealing  in  debts. 

Senator  Glass.  Yes;  but  there  are  very  radically  different  species  of  debts.  There 
is  an  investment  debt,  a  long-time  debt,  and  there  is  what  is  known  as  a  liquid 
transaction  in  indebtedness,  upon  one  of  which  species  of  indebtedness  it  takes  a 
very  long  time  to  realize,  and  upon  the  othw  it  takes  a  very  riiort  time  to  realize. 
We  think  we  have  made  formers^  assets  available  when  we  nave  provided  ior  ti&ese 
bonds  to  be  issued  against  mr^rtgages  on  their  pr^>perty. 

Mr.  Flanmaoav.  The  the  ^ry  upon  which  the  (lovernraent  goes  is  tliat  commercial 
paper  is  self-ii^juidnting.  I  think  that  is  a  general  expression  that  is  ver^  often  used 
with  reference  to  commercial  paper.  I  maintain  that  there  is  no  such  thing  as  n^jo- 
tiable  selMiquidating  paper;  that  it  does  not  exist  at  all.  It  is  a  mere  myth,  a  mere 
catch-penny  plu-  ise.  No  paper  is  self-liquidating.  Bankers  do  not  take  paper  with 
any  view  of  looking  to  the  ccmunodiQr  iMt  is  transferred  when  the  commercial  paper 
comes  into  esistence. 
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Senator  Gi.ass.  But  they  do  take  paper  with  strict  reference  to  the  probability  of 
me  money  being  paid  at  the  date  of  nmturity. 

Mr.  Flan  \  AG  AN.  Right  But  the  liqiddatioQ  comes  from  the  ehort  matmito'  and 

not  from  the  security. 
Senator  Glass.  Oh,  of  course. 

Mr.  Flannagan.  And  that  is  the  pur^se  of  taking  short  paper. 

Senator  OxiABS.  Well,  that  needs  modification.  If  a  security  is  not  more  or  less  of 
a  liquid  nature  it  is  utterly  wertibless  to  meet  the  account  at  maturity.  If  you  can  not 
bAI  the  security  and  realize  upon  it,  it  is  useless  for  commercial  purposes. 

Mr.  Flannagan.  But  you  can  sell  the  security  if  you  create  a«y  market  to  it,  as 
you  will  do  by  this  very  act  itself. 

SenatcM*  Glass.  I  do  not  agree  with  you. 

Mr.  Flaknagak.  You  wffl  ham  a  hquid  secmity  wMch  conunanda  a  market  aH 

over  the  country. 

Senator  Glass,  I  do  not  agree  with  you.  The  only  extension  of  the  market  would 
be  to  authorize  the  Federal  reserve  banks — and  I  would  emphasize  the  word  reserve-*' 
banfaa—to  authorize  the  Federal  reserve  banks  to  buy  these  bonds.  The  member 
banks  will  have  the  right  under  tbe  statute  to  purchase.  So  that  iB  the  extent  to 
which  you  would  allow  the  enlai^mert<rf^!ie  market. 

Mr.  Flannagan.  Oh.  not  at  all. 

Senator  Glass.  In  what  other  respect  would  you  enlarge  it? 

Mr.  FliANNAOAK.  You  create  a  d^nand  from  every  commercial  bank  in  the  United 
States  for  these  bonds — that  is.  you  may  create  it. 

Senator  Glass.  The  member  hanks  already  have  the  right  to  buy  them. 

Mr.  Flannagan.  The  member  banks  have  the  right  to  buy  them,  but  member 
banks  can  not  utilize  the  bonds  except  to  put  them  in  their  assets  at  4J  per  cent. 
When  you  give  them  the  right  to  hypothecate  them  as  collateral  security,  you  create 
a  new  demand  for  them. 

Senator  Glass.  No:  you  do  not;  yon  simply  clog  up  with  long-time  investment 
securities  the  reservoirs  of  the  reserve  bank  system — break  it  down,  and  mofn^  i% 
impossible  to  respond  to  current  commercial  or  agricultural  transactions. 

Mr.  FuKNAGAN.  That  is  a  theory  with  which  I  do  not  agree  at  all.  I  maintain 
tnat  you  have  got  to  separate  the  diiference  between  the  collateral  security,  whidi  is 
^  negotiable  bond,  and  has  a  market  jwice,  as  much  so  as  any  commodity,  from  Hie 
fact  that  this  l^ond  is  issued  on  long  time.  You  do  allow  it  in  the  case  <rf  Govenir 
ment  bonds,  irrespeciivo  of  maturity. 

Senator  Glass*  Right  on  that  point  I  do  not^iink  there  is  anybody  in  ftJs  country 
who  knows  any  better  than  you,  because  you  were  frequently  in  contact  with  me 
when  I  was  preparing  the  Federal  reserve  banking  bill— and  you  know  perfectly  wdl 
that  we  discussed  for  days  and  nights  the  fea^sibility  of  permitting  even  United  States 
bonds  to  be  used  as  collateral  security  when  the  indebtedness  of  the  Government  was 
less  than  $1,000,000,000.  You  know  perfectly  well  that  if  the  members  of  that  com- 
mittee or  the  two  branches  of  Congress  could  have  conceived  that  a  time  would  come 
when  there  would  be  $24,000,000,000  of  outstanding  United  States  bonds,  they  would 
never  have  put  United  States  bonds  in  the  bill  as  collateral  security,  because  it  means 
the  utter  destruction  of  the  reserve  element  of  the  reserve  hanking  system,  and  con- 
verts it  into  an  investment  banking  system. 

Mr.  Flannagan.  You  do  not  imagine  for  one  single  minute  that  &e  banks  am 
going  to  undatakd  to  hmHe  the  whole  924,080^000,000,  aad  to  set  it  up  as  collateral 
security? 

Senator  Glass.  On  the  contrary,  there  is  no  sane  commercial  banker  in  the  world 
who  does  not  try  to  get  rid  of  his  investment  securities,  and  the  plea  of  the  Treasury 
and  the  plea  of  the  greater  banks  of  the  country,  dtiring  all  the  Liberty  loan  campaigns, 
was  to  get  rid  of  the  United  States  b<mds  and  to  have  the  public  abmb  them  and  get 
them  out  of  the  bank  vaults. 

Mr.  Flannagan.  With  reference  to  what  you  said,  when  you  discussed  the  matter, 
^hat  it  was  doubtful  when  you  had  a  billion  dollars  of  bonds,  but  now  it  makes  it 
verv  mut  h  more  dangerous  Ibecause  you  have  124,000,000,000—1  want  to  say,  as  you 
will  remember,  that  in  point  of  fact  this  verj^  amendment  that  is  proposed  by  Senator 
Fletcher,  parsed  the  Senate  in  the  Sixty-third  Congress;  it  passed  the  PTouse  of  the 
Sixty-third  Con<^res8,  and  the  reason  that  the  bill  did  not  then  become  a  law  was 
that  there  was  a  difference  between  the  Senate  and  the  House  with  referen(  e  to  the 
annual  purchase  of  fann-loan  bonds  of  150,000,000,  which  Mr.  Buckley  insisted  upon 
and  which  Senator  HoUis  was  not  willing  for.  Then,  again,  in  the  Sirty-fourth 
Congress,  the  same  uxmoiSmmt  ftmed  the  Senate  and  was  defeated  by  you  in  the 
confmnce. 
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Senator  Glass.  And  I  hope  it  will  be  again,  because  it  means  the  destruction  of 
the  Federal  reserve  banking  system,  which  when  accomplished  will  not  only  not 
help  the  agricultund  interesta  of  the  country,  but  isill  practically  deprive  the  agri- 
cultural intereBts  of  the  vast  advantages  that  tibey  now  have  under  the  Fedetai 
reserve  system. 

Mr.  Flannagan.  Well,  that  is  a  mere  assertion,  Senator  Glass,  as  to  which  I  beg 
to  differ  with  you- 
SeoAtor  Glass.  Of  course  it  is  all  a  matter  of  judgment. 

Senator  Flbicher.  I  can  not  see  how  it  would  mean  the  destruction  of  the  Eedefal 
reserve  system  at  all.   I  do  not  see  how  it  could  do  any  harm  to  that  system. 

Senator  Glass.  Because  the  world  has  never  witnessed  in  any  of  the  civilized  sys- 
tems of  the  earth,  the  effective  linking  of  a  liquid  commercial  banking  system  and 
an  investment  banking  system.  Fot  that  reason,  for  50  years  the  natUmal  banks 
-were  denied  the  privily  of  conductiz^  trust  departments,  and  liiey  ate  not  given 

that  privilege  to-aay.  '  .  t    i_  i_ 

Mr.  Flannagan,  I  thought  they  were  allowed  that  privilege.  I  thought  the 
national  banks  were  allowed  to  act  as  trustees. 

Senator  Glass.  Act  as  trustees,  yes,  to  a  limited  extent,  by  a  late  amendment  to 
the  Federal  reserve  act,  which  never  should  have  been  adopted. 

Senator  Fletcher.  Mr.  Flannagan,  will  you  let  us  have  your  viem  about  that 
violation  of  banking  principles,  to  which  Senator  Glass  referred? 

Mr.  Flannagan.  Well,  that  is  a  mere  assertion,  which  1  must  deny;  that  is  all. 

Senator  Fletcher.  In  what  way  is  it  a  soimd  principle;  in  what  way  does  it  not 
•violate  the  banldng  principles?  . 

Mr.  Flannagan.  If  you  have  a  collateral  security  to  an  obligation  which  you  want 
to  make  liquid,  you  make  it  liquid  by  having  a  market  for  that  collateral.  Liquidity 
means  payment  at  maturity.  «  x    i  • 

Senator  Glass.  But  in  your  view,  Mr.  Flannagan,  a  market  for  that  collateral,  in 
the  last  ajialysis,  is  the  Federal  reserve  banks  

Mr.  Flannagan.  Not  at  all.  ^    ^  ,       ,    .    ^ .  j  , 

Senator  Glass.  Well,  under  existing  law  the  member  bank  is  authorized  to  deal 

in  those  bonds.  ,  ^ 

Mr.  Flannagan.  But  I  have  explamed  to  you,  Senator  GlasB,  why  the  membOT 
banks  do  not  want  it,  because  it  would  yield  them  only  4J  per  cent,  and  they  could 

not  use  it.  •  ^ 

Senator  Glass.  That  is  exactly  what  I  am  saymp:.  You  are  proposing  to  permit 
this  member  bank  to  use  a  bond  as  collateral  ior  rediscount  with  the  h  ederal  reserve 
bank. 

Mr.  Flannagan.  Exactly.  .    ,     .    ,    ,         i   •     i.  * 

Senator  Giass.  Predsely,  and  therefore  T  say  agam  that  m  the  last  analysis  what 
you  are  proposing  is  to  give  a  market  for  these  bonds  in  the  Federal  reserve  bank. 

Mr.  Flannagan.  That  is  not  a  market.  Whatdo  you  mean  by ''market  "?  Buymg 
and  selling?   They  do  not  buy  them  or  sell  them.  ,    „  ^    ,  v 

Senator  Glass.  I  mean  by  market,  taking  the  funds  of  the  Fedafal  readfve  banlc 
to  rediscount  paper  with  those  bonds  as  security.  •    i  i 

Mr.  Flannagan.  Yes;  but  the  whole  proposition  is  simply  to  give  the  agricultural 
world  and  the  commercial  world  the  benefit  of  a  circulating  medium  with  that  secur- 
ity which  you  already  have,  which  is  as  good  as  a  Government  bond.   That  w  all. 

Senator  Glass.  As  a  matter  of  fact,  I  deny  Uie  proposition  that  it  is  desirable  to 
have  a  Government  bond  as  security,  and  I  have  pointed  to  the  historical  fact  that 
when  that  privilege  was  granted  to  Government  bonds  this  Government  had  an  out- 
Btmding  indebtedness  of  less  than  a  billion  dollars,  and  it  was  only  for  that  reason 
the  Government  bonds  were  granted  that  privilege.  Furthermore,  $748,000,000  of 
the  less  than  §1,000,000,000  of  Government  bonds  were  held  by  the  banks  as  a  basis 
of  circulation  and  could  not  be  used  as  collateral  security  for  rediscount  by  the  Fed- 
eral reeerve  bank.  So  that  in  the  last  analysis  the  sum  total  of  Umted  States  bonds 
that  were  made  available  as  collateral  security  lor  rediscount  at  Federal  reserve  banks 
was  less  than  $300,000,000.  '  ^  ^  xt      •  -u*  * 

Mr.  Flannagan.  Well,  Senator  GlasB,  unless  you  had  had  m  this  law  the  npt  to 
have  those  notes  carried  by  the  Federal  reeerve  act,  you  would  never  have  floated 

the  Liberty  loan.  ,         .  .     u  u 

Senator  Glass.  Oh,  that  ifi  a  different  proposition.  That  does  not  touch  the  sub- 
ject at  all.  .    ,      %  *  • 

Mr.  Flannagan.  And  you  say  it  was  a  mistake.  That  is  the  whole  propoBitron. 
It  is  because  the  banks  had  to  carry  those  Government  bonds  for  the  people.  Now, 
what  we  want  to  do  is  sunply  to  allow  the  farm  loan  bonds  the  same  privilege  and 
that  ahould  be  a  stnall  part  gI  it.  The  farm  loan  bonds  can  not  get  into  existence 
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unleP3  they  have  double  value  behind  them,  and  a  small  pail  of  this  privilouc  would 
give  the  farmers  the  benetit  to  the  extent  thai  larm  loan  bondri  are  tiold.  You  have 
now  got,  as  you  say,  authmity  under  the  law  thus  to  use  Government  bonds  where 
there  is  $20,000.(X)0,0(IO  or  $30,000,000,000  outstanding,  and  that  is  not  wrecking  the 
Federal  rojrorvt^  systoii}. 

Senator  Gi.ASf>.'  Do  you  rcj^ard  that  as  an  advantage  or  as  a  distinct  disadvantage 
to  the  Federal  reserve  system? 

Mr.  Fi^NNAGAN.  To  wiiat? 

SKoator  Glass.  To  use  investmrnt  necuritiefi,  United  States  bonds,  if  you  please,* 
as  collateral  for  rediscount,  rather  than  comini»cial  tmnsactacniB  tiiat  clear  them- 

aelves  at  tho  end  of  maturity? 

Mr.  Flanna^ian.  1  regard  a  Government  bond  as  a  good  collateral  security  for 
circulating  notes. 

Senator  GiiASs;  You  know  that  the  {ffimanr  purpose  of  the  Federal  reserve  act, 
m  avowed  by  every  trained  and  experienced  banker  in  the  United  States,  and  eo 
avowed  by  evpry  actuary  and  every  expert  who  testifiedi  was  tiuit  we  should  be 

rid  of  a  bond  security  currency. 

Mr.  Flannagan,  Right,  and  why?    Now,  let  us  get  at  the  gidi  of  it. 
Senator  Glass.  Because  it  was  a  rigid  currency. 
Mr.  Flannagan.  Not  at  all*  sir. 

Senator  Glass.  Well,  you  ougrht  to  read  the  history  of  the  legislation. 

Mr.  Flannagan.  I  will  tell  you  the  reason.  The  reason  was  l)ecau8e  the  ten- 
dency was  always  toward  inflation;  there  was  no  elasticity — now,  do  not  interrupt 
me,  pleaee .  It  was  beoiuse  there  was  a  double  pro&t  given  to  the  national  banks  on 
-the  bonds  that  were  pledged  as  collateral  security,  and  on  the  money  which  they 
received — we  will  call  it  money — circulating  notes,  we  will  say,  received  and  loaned. 
Th'^  consequonces  was  that  in  the  desire  for  prolit  to  the  national  banks  the  circu- 
lating medium  of  the  country  always  had  the  tendency  to  increase,  to  inflate,  to^go 
ahead  and  get  more  and  more,  by  reason  of  that  profit.  Now,  you  did  fiftop  that  with 
that  language  in  flie  Federal  reserve  act,  and  you  attempted,  and  did  succeed,  I 
tiiink.  in  giving  an  elastic  currency  by  holding  gold  as  collateral  aecuiity  and  com- 
mercial paper  in  place  of  Govr mment  bonds. 

Senator  Glass.  Now,  let  me  ask  you  this;  Is  not  an  elastic  currency  the  very 
antithesis  of  a  rigid  currency? 

Mr.  FiiANNAGAN-  Yofl,  Certainly. 

Senator  Guisb.  But  you  oaid  a  while  ^t  it  was  not  becauae  a  bcmd-eecuied 
currency  was  rigid. 

Mr.  Flannagan.  No:  I  said  that  the  reason  the  national  currency  was  not  elastic 
•currency  was  not  because  it  was  secured  by  Government  bonds  but  because  there 
was  no  means  ol  reducing  the  currency. 

Senator  Glass.  In  other  words,  it  was  always  rigid,  just  as  I  have  said. 

Mr.  Flannagan.  No;  it  was  always  increasing — yes. 

Senator  Glass.  It  could  not  be  always  increasing,  because  ibe  debt  was  always 

being  reduced. 

Mr.  Flannagan.  To  the  extent  to  which  the  Govenunent  debt  was  reducedi  of 
•course. 

Senator  Glass.  Less  than  a  biUion  dollars. 
Jfif,  Flannagan.  Yos. 

Senator  Glass.  >iow,  there  is  nobody  on  earth  who  could  for  15  minutes  have  fol- 
lowed the  record,  who  would  not  see  that  it  is  jueA  saturated,  it  is  replete  with  the 
reascms  why  this  country  wanted  to  get  rid  of  bond-eecured  currency.   It  was  because 

it  was  a  ri^-id  eurrene\  ,  it  was  beeause  in  time  of  business  activity  there  waj^  no  scope 
for  expansion,  and  it  was  because  in  depression  and  dull  times  there  was  no  convenient 
method  of  contraction. 

Senator  Wellek.  Tliat  Was  the  real  reason  for  the  reeerve  system. 

Senator  Glass.  Hiat  was  the  reason  for  the  reserve  system .  and  the  record  is  simply 
satorated  with  statements  of  that  sort,  and  I  am  amazed  to  liave  Mr.  Flannajran,  who 
was  so  closely  in  contact  with  that  legislation,  sin-  now  that  that  was  not  tlie  reason 
for  it.  If  that  was  not  the  reason  lor  it,  1  do  not  know  what  the  reason  was,  and  1 
think  I  had  something  to  do  with  it. 

Ml.  Flannagan.  Of  coiu«e,  you  had  lots  to  do  with  it,  more  than  any  man  I  know; 
but  I  am  trying  to  draw  a  distinction  between  what  made  it  riirid  currency,  because 
there  was  no  method  of  rcducinir  it;  tliat  is  to  say,  where  ihe  vaiit  of  elasticity  vamu 
in.  It  was  the  tendency  toward  ex]>anhion.  Tliat  was  the  reason  you  wanted  to  get 
rid  of  it.  It  was  not  by  reason  of  the  security  that  you  held  for  it.  That  is  the  point 
I  make.  We  have  this  reccad,  that  for  50  years  or  more  we  had  a  national  currency 
secured  by  Govcamment  b<md6,  mi  not  one  single  ddlar  was  lost.  So  why  should 


not  Government  bonds  be  good  security?   I  W«8  drawing  a  distinction  betweoD-. 
security  and  elasticity. 
Senator  Glass.  Nobody  would  ever  deny  that  a  Governm^t  bond  is  not  good 

security  

^Ir.  Flannagan.  For  circulation. 

Senator  Glass.  But  it  is  not  a  liquid  asset. 

Mr.  Flannagan.  1  deny  that. 

Senator  Glass.  It  is  not  a  liquid  commercial  asset. 

libr.  Flannaoak.  If  you  put  the  word  "commercial''  in,  I  will  agree  with  you; 
but  that  it  is  not  a  liquid  asset  I  do  not  agree  with  you. 

Senator  Glass.  Is  not  the  Fedeml  reserve  bankinc:  siistem  primarily — exclusively, 
indeed — a  commercial  banking  system,  and  was  it  not  intended  so  to  be?  I  am 
willing  to  go  as  £ar  as  the  farthest  in  supplying  ample  facilities  for  farm  credits,  but 
thev  ou^t  to  be  farm  credits;  they  ought  not  to  be  commereial.  You  oo^t  not  to 
undertake  to  couple  up  with  a  strictly  conunercial  banking  system  a  form  credit 
system,  because  in  that  consummatMHi  you  suoply  desUoy  the  CQmiaeicial  systm 
and  you  will  ruin  the  farm  credit. 

Mr.  Flannagan.  Not  at  all. 

Senator  Giass.  I  agree  with  Senator  Fletcher  liiat  agriculture  is  the  foundation  of 
our  prosperity,  and  tlmt  the  failure  of  agriculture  means  disBst^  in  any  event.  Oon* 
versely,  the  breaking  down  of  the  great  OMUneaceisd  b'^H'lg  SQTSt^n  ol  the  countiy 

woidd  largely  destroy  agriculture. 

ilr.  Flannagan.  Right;  that  is  granted,  yes;  but  to  break  down  the  commercial 
ByBtem  would,  to  a  large  extent,  destroy  agriculture,  because  they  would  not  have 
the  facilities  to  do  their  business.  But  I  maintain  that  if  you  connect  the  two  to- 
the  extent  that  Senator  Fletcher  desires,  namelv,  that  vou  allow  these  bonds  to  be 
utilized  as  collateral  security,  you  are  simply  giving  agi-iculture  the  benefit  of  the- 
circulation  privilege  which  is  now  monopolized  for  the  commercial  world. 

Senator  Giabs.  Not  monoix>lized. 

Ifr.  FiAKNAGAN.  I  think  the  commercial  people  ought  not  to  have  a  monopoly  of  it. 

Senator  Glass.  Not  monopolized  for  the  commercial  world.  Commercial  transao 
tiouH,  with  respect  to  agricultural  products  are  given  first  place  in  the  Federal  reserve 
Btatuted.  In  other  words,  the  agricultural  interests  are  favored  beyond  the  point  of 
generosity,  as  distinguished  from  mere  mercantile  or  industrial  transactions.  If 
Senator  Fletcher  is  a  merchant,  and  he  wants  accommodation  through  his  member 
bank  at  the  Federal  reser^'e  bank  of  his  district  he  can  only  cret  the  accommodation 
for  90  days.  If  he  is  a  farmer  or  <^attle  Grower  or  cotton  raiser,  and  want-  accommodation 
through  his  member  bank  at  the  Federal  reserve  bank,  he  can  get  it  for  six  months. 

The  Chairman.  As  the  law  now  is. 

Senatcnr  Giass.  That  is  the  law  now.  That  very  advantage  is  given  to  a^culture. 

Senator  Flbtchbb.  The  whole  purpose,  practically,  of  this  proposition — the  prime 
purpose — is  not  to  give  additional  credit  so  much  to  agriculture  or  to  the  farmer, 
but  it  is  to  create  a  market  for  these  bonds  that  are  issued  against  farm  mortgages, 
by  which  the  Farm  Loan  Board  will  get  money  to  loan  to  the  otrmers. 

The  Ghaibhan.  I  would  like  to  ask  a  question  at  this  point.  When  you  say  It 
increases  the  market  for  the  farm  loan  bonds,  that  you  hope  to  bring  about  by  per- 
mitting and  allowing  the  Federal  reserve  banks  to  acquire  and  take  over  these  bonds? 

Senator  Fletcher.  That  and  the  rediscount  privilege  that  follows.  That  is  oidy 
one  provision  of  the  bill. 

The  Ckaibmak.  That  is  a  staartii^  poist? 

Senator  Fletcher.  Yes. 

The  Chairman.  Assume,  then,  that  the  Federal  reserv^e  bank  acquires  the  bond— 
the  farm  loan  i>ond  itself — by  permitting  that  to  be  done,  that,  you  say,  may  extend 
the  market  for  the  farm  loan  bttnds? 

Mr.  Flannagan.  It  is  to  create  a  demand  from  all  commercial  bumiess  for  these 
bonds  because  the  banks  will  want  to  hold  those  bonds,  as  is  shown  by  these  lettezB 
that  Senat(^r  Fletcher  has  received  from  all  the  l^anks  all  over  the  country. 

Senator  Fletcher.  The  new  demand  wiU  arise  in  this  way,  as  I  have  said  in  that 
letter — 

^'It  will  create  a  constant  and  broad  market  for  farm  loan  l>onds.  I  am  assured  that 
the  cit^  bimk  or  banker,  the  big  insurance  and  trust  companies,  indeed  all  dealers  in 
geiMiritios  or  traders  in  debts— and  Ijanking  is  but  another  liame  For  tradin^^  in  debts — 
will  iimi  It  uiosf  (-onvGnient  to  have  ahvayy-^  available  a  security  which,  under  any  and 
all  circiuiislances,  may  readily  be  converted  into  cash.  ' 

And  then  in  addition  to  the  banking  fraternity,  there  is  this  proAddon  for  bankers* 
acceptances,  with  those  bonds  as  collateral  security,  entitling  the  holder  to  the  lowest; 
rate  of  cbscomAt  at  the  Federal  reserve  bank,  that  will  make  th«  bond  sought  by 
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savinfffl  banks  and  by  industrial  and  nierr-antile  estaldishments.  A\hose  busiiu'ss  re- 
quirements are  such  that  only  at  certain  seasons  of  the  year  they  must  have  ready 
cash.  I  read  again  from  my  letter:  '  '  . 

"They  will  not  find  it  nec^essary  to  keep  large  bank  balances  idle  orbearinp:  a  nominal 
rate  of  interest,  for  farm  loan  bonds  will  then  l>e  a  nH>8t  deniable  substitute  for  such 
balances,  \-ielding  a  L^eater  profit" — 
.  The  bonds  will  be  drawing  interest — 

small  investor  will  also  find  those  bonds  a  profitable  substitute  for  time  depoeilB, 
being  in  convenient  denominalionB  and  yielding  a  better  rate  of  iiit^eat,  yet  alwaijni 
available  to  produce  casli." 

Now,  I  think  Senator  (ila^s's  obje<*tion  vrould  to  about  this:  The  idea  that  at 
last  the  linal  market  would  be  the  Federal  reserve  bank,  ami  you  can  go  to  them  aud 
get  cash  on  the  bonds.  It  would  be  like  the  cac^e  of  the  man  who  went  into  the  bank 
to  draw  out  his  de])osit;  ho  had  some  suspicion  about  the  bank,  and  when  he  found 
that  the  l^ank  had  all  the  money  that  was  needed  to  pay  all  deporifora  ri<:ht  on  hand, 
he  said,  gueas  I  will  leave  mine  rijiht  lit  re/'  The  people  would  not  want  to  *ro  to 
the  Federal  reserve  banks  and  get  their  money  wliile  carryinu  this  security.  The 
security  becomes  liquid,  in  demand  everywhere,  by  rea'^on  of  the  fact  that  they  kaM* 
l^ey  can  get  the  money  there  if  they  are  obliged  to  get  it. 

^f^.  Fi-annagak.  In  order  for  that  statement  to  ]»e  true,  that  the  Federal  rpscrr  o 
t»ank^  would  finally  own  all  llicso  bonds  and  take  them,  it  is  necessary  to  a-^sumc  tliat 
the  Ft:*dfral  reserve  ]:ank  would  iia\e  to  buy  u|»  all  pap(?r  disrounicvi.  ilmi  ihviv  can 
not  collect  on  it  a*  all,  bei-ause  the  I'edcral  reserve  bank  does  not  buy  it  at  all.  We 
doi  not  want  them  to  buy  them.    We  simply  ask  them  to  loan  on  Iheni. 

Senator  Glass,  Why  did  we  not  make  railroad  bonds  security  for  rediscount? 

Senator  I'l  ETniKTi.  They  are  speculative:  they  are  not  secured  in  the  sameway 
and  they  are  not  issued  by  a  iiscal  agency  of  the  United  Htates. 

Mr.  Flannagax.  1  am  not  interested  in  railroad  bonds.  1  want  to  see  Uie  larmcff 
get  Ids  loan. 

Senat(ur  Glass.  But  I  am  interested  in  my  country,  wheXbet  it  be  the  fannets  of 
the  country  or  other  citizens  of  tlie  country. 

Mr.  Flannagan.  I  think  because  agricultural  is  a  great  industry'  it  deserves  to  be 
given  the  benelit  of  it. 

Senator  GiAss.  Do  you  not  fhink  the  raiboads  are  essential  to  &e  {wosperity  of 
iti^  country?  Areth^not  irdicp^Eabletoiheproeperityofthefazmersthemsdveti? 

Mr.  Flannagan.  I  think  they  are. 

Senator  Glass.  Then  why  not  use  railroad  bonds?    I  ^vill  tell  vou,  and  vou  know 

Just  as  well  as  I  know.   We  discussed  that  matter  when  we  were  cogitating  on  the 
ederal  reserve  l^^siation.  You  know  why  just  as  anybody  knows  why.  It  is  be- 
cause we  wanted  to  establish  a  liquid  commercial  banking  system,  the  circulatiQn 
bom  which  would  be  based  i^on  actual  shortrtaine  oommwaal  toansactions. 
Mr.  Flannagan.  Ye3. 

Senator  Glass.  It  is  an  asset  currency,  so  much  reviled  heretofore,  but  it  is  the  only 
scientific  currency  that  the  world  has  ever  seen. 

Now,  let  me  say  a  word  with  respect  to  another  provision  of  this  bill,  with  all  d^er- 
ence  to  the  judgment  of  Senator  l'1(;trlier,  as  its  patron,  or  anybody  else  who  may 
favor  it.  I  would  like  Senator  Fletx  lier  to  examine  the  record  and  read  the  hearings 
before  tlae  subcommittee  of  the  Conuuittee  on  lianking  and  Currency  of  the  House 
of  Representatives  in  1912.  We  had  before  that  committee  many  of  the  most  eminent 
financiers  of  the  world.  Among  them,  as  you  will  recall,  was  Sir  Edmund  Walker, 
of  Canada,  one  of  the  most  highly  successful  and  reputable  bankers  in  all  the  world; 
and  when  this  question  of  domestic  acceptances  was  brought  to  his  attention,  he  said, 
"Why,  gentlemen,  no  such  system  prevails  in  any  civilized  country  of  the  earth:  any 
snch  system  attempted  would  inevitably  wrec^  the  banking  system  of  any  nation 
that  should  und^take  it.''  And  that  was  the  deliberate  and  very  mphitic  t^sti:- 
mony  of  this  great  international  banker  of  Canada,  and  upon  that  testimony  the  House 
Banking  and  Currency  Committee,  and  eul)sequently  tlie  House  conferee;^,  stood  out 
against  the  introduction  of  this  poison  into  that  measure,  and  we  prevailed.  It  was 
thrown  out  of  the  bill.  It  got  back  into  the  bill  in  an  insidious  way.  Mr.  McAdoo, 
Secretary  of  the  Treasury,  and  lifr.  Warbuig,  came  up  and  appealed  for  a  modifi* 
cation  of  the  act  for  war  purposes— during  the  war.  I  was  opposed  to  it.  Those 
gentlemen  said  to  me  that  it  was  a  fearful  responsibility  to  assume  to  deny  a  request 
from  the  Treasury  in  war  times  that  was  intended  to  tinauc  e  tlie  war,  and  1  said, 
will  not  assume  the  resiwnsibility  for  putting  it  in  under  plea  of  war  necessity,  but 
I  will  put  upon  you  gentlemen  me  responsibility  for  d^eatingit." 
.  What  has  happened?  Go  and  ask  the  Federal  Reserve  Board  what  has  happened. 
Ithas  hew- the  most  £rightfuUy  abused  provisim  of  Hie  Fedoodxes^e  act,  so  fng^ 
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fully  abused  that  12  months  ago  it  came  near  wrecking  two  of  the  largetJt  banks  in  the 
city  of  New  York;  and  when  we  talk  t&4ay  about  the  outstanding  volume  of  our  cur- 
rency and  credits,  we  do  not  know  what  it  is,  because  hundreds  of  irillions  of  dollars 

have  been  in\  ested  in  these  domestic  acceptances,  even  in  the  guarded  way  in  which 
we  put.  a  i)ro\isinn  in  the  bill  requirin^r  documentary  hills  to  be  attached,  ilundreda 
of  millions  of  dollars  were  invested,  and  the  unexampled  practice  prevailed  for  a  while 
of  renewing  acceptances.  No  banker  on  all  the  earth  ever  heard  of  renewing  accept- 
ances before.  An  acceptance  is  a  piece  of  paper  that  must  liciuidate  at  maturity, 
and  yet  in  the  Cuban  sugar  scandal,  and  in  the  rubber  scandal,  and  in  manv  other  large 
scandals,  that  provi.-ion  of  this  bill  was  used  to  threaten  the  linancial  stability  of  the 
banking  system  of  the  United  States,  and  to-day  they  do  not  know  to  what  extent 
that  mactiice  prevailB— not  a  doUar  of  reserve  behind  a  single  dollar  of  this  credit,  as 
you  know,  anid  now  it  is  proposed  to  extend  that  vicious  qnstem  of  dmnestic  aeeept- 

ances  

Mr.  Flaxxagax.  Not  at  all. 

Senator  Glass,  Yes,  it  is.    There  it  is,  written  in  the  text  of  the  bill. 
Ifc,  Flannagan.  a  domestic  acceptance  witJi  a  farm-loan  bond  behind  it  as  col- 
lateral secur  i  tA- .  A  s  far  as  that  goes,  it  is  not  necenary  at  all  for  the  w<»rking  id  Senator 

Fletcher  s  bill  that  the  accef  tance  

Senator  Glass.  Then  let  it  go  out. 

Mr.  Flanxagan.  Please  let  me  get  thruu<.^h.  It  is  nut  necessary  at  ail  for  the  work- 
ing of  Senator  Fletcher's  bill  that  the  acceptance  privilege  be  in  there  at  all.  We 
do  not  care  whether  the  payer's  name  is  written  at  tihe  bottom  of  the  note,  or  on  l^e 
face  of  the  bill,  the  latter  constituting  an  acceptance.  Both  are  made  eligible  fDr 
discount  under  the  Fletcher  bill.  In  case  of  acceptances  you  would  have  to  have 
two  member  banks'  names  on  the  piper,  and  in  the  case  of  a  direct  obligation  you 
would  only  have  to  have  one.    You  may  eliminate  the  acceptance  if  you  want  to. 

Senator  GiiAss.  It  would  be  a  direct  obligation;  yes. 

Mr.  Flannagan.  A  direct  oblation  with  tie  {ann-loaii  l)ond  a3  collateral  eli^ble- 

for  discount,  creates  a  market  just  as  well  from  among  the  banks.  The  acceptance,  I 
think,  was  put  in  simply  in  case  the  bank  would  s.iy,  "My  line  is  full;  1  can  not 
rediscount,  but  I  will  give  you  an  acceptance  a^inst  your  security, ' '  that  such  accept- 
ance might  be  discounted  by  another  bank.   That  is  all. 

Senator  Glass.  In  my  considered  judgment,  mth  all  due  respect  to  the  judgment 
of  even  as  able  a  j^entleman  as  I  know  Senator  Fletcher  to  be,  it  is  not  going  to  create 
any  extensive  market  for  farm-loan  bonds,  because  I  do  not  believe  that  any — well, 
I  will  modify  that  and  say  many  wise  bankers  in  this  country  would  desire  to  load 
up  their  portfolios  even  with  United  States  bonds  as  collateral  security — mean 
commercial  banks.  Wise  bankers  do  not  relish  that  sort  of  thing,  and  in  their  pub- 
lished statements  it  is  not  at  all  to  the  credit  of  either  the  wisfunn  or  safety  of  any 
banking;  institution  to  show  that  they  are  loaded  up-  

Mr.  Flannagan.  With  rediscounts.    I  agree  to  that. 

Senator  Glass  (continuing).  With  investoent  bonds.  So  I  think  you  are  pursuing 
a  phantom ,  an  illusion,  if  you  think  you  aj%  going  to  create  any  great  market  for  thenu 
I  should  be  very  much  more  alarmed  if  I  could  think  you  womd  create  a  market. 

Mr.  Flanxa(,ax.  In  contradistinclion  to  your  opinion,  and  ■v\-ith  reference  thereto, 
Senator  Fletcher  has  iiled  the  opinion  of  a  great  many  country  bankers  throughout 
tiie  country,  who  maintain  that  they  would  be  veiy  glad  to  have  this  thing  done,  and 
would  utilize  it. 

Senator  Glass.  I  hope  they  are  not  of  the  same  character  of  country  bankeis  who 
trooped  here  to  Washinirton  to  protest  atjaiust  the  passag<*  of  the  Federal  reserve  act^ 
which  has  sa\  ed  their  skins  during  the  late  war  and  since, 

Mr.  Flanxagan-.  Right  you  are. 

Senator  Flbtghbb.  I  don't  want  to  cripple  the  Federal  reserve  system  or  the  Federal 
reserve  act;  I  do  not  want  to  do  it  any  harm,  and  in  my  judgm^at  this  can  not  do  it 

any  harm. 

Senator  (iLAS8.  I  am  siu'e  tlmt  is  your  jiul^rmeiil.  Scnau^r.  or  you  would  not  have 
this  bill  here;  but  it  is  not  my  judgment  or  1  woidd  not  t?o  vehemently  protest  against 
it,  I  know  your  solicitude  for  the  farming  interests:  I  know  yonr  great  service  to 
that  interest,  and  I  ani  willing  to  join  yon  or  any  other  tested  mend  of  the  farming 
interest  in  estal>lishiii*r  and  maintainin<r  a  farm  banking  system  that  will  completely 
naeet  their  ]n*oblems,  or  as  completely  as  it  is  possible  to  meet  those  ]>roblems.  But 
it  w  my  very  delinite  judgment  that  it  would  be  a  frightiul  mistake  and  a  frightful 
injury  to  the  farming  interests  of  tins  country  to  undertake  to  couple  up  the  farm^ 
loan  system  with  the  Federal  reserve  banking  system. 

J^enator  Fletcher.  Now,  Senator,  you  will  admit  that  under  present  conditions 
the  Farm  Loan  Board  k  unable  to  iiud  the  num^y— their  ability  to  find  it  depwdiag 
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upon  the  dispoaitiou  of  the  bonds— with  uribich  to  adequately  supply  the  needs  of 

agriculture. 

S^iator  Glass.  I  do  not  think  that  the  Fsxm  Loan  Board  has  been»  or  will  be, 
able  to  do  that  with  as  great  facility  or  to  as  great  an  extent  as  you  or  I  would  like  to 

see  it  done.  But  1  think  that  it  is  due  to  abnormal  conditions.  I  think  it  is  due 
to  the  fact  that  there  i^-  outstandin<r  siu  ii  a  tremendous  volume  of  in\  esTint'nt  securi- 
ties— §24,000,000,000  oi  Government  bonds.  But  pray  tell  me,  if  farm  loan  bonds, 
wempt  firom  taxation.  Federal,  State  and  municipal,  can  not  be  readily  disposed  of , 
does  that  not  in  itself  indicate  that  we  have  an  abnormal  condition  tiut  can  not 
possibly  be  cured  by  such  a  departure— I  would  not  offend  Mr.  Flannagan  by  repeat- 
ing Gov.  Hardinj^'s  objection  as  to  the  * 'fundamentals''  of  banking — but  it  is  utterly 
in  disr^ard  of  the  common  practice  of  banking  to  load  a  bank  up  with  investment 
securities  as  collataul  for  loans. 
Mr.  F^NNAaAN.  You  do  not  want  to  load  them  up. 

Senator  Fletcher.  How  would  you  make  more  attractive  the  farm  loan  bonds, 
an*)  create  a  demand  for  them,  and  enaldo  them  to  iind  a  ready  salOf  and  in  suthcient 
quantity  to  supply  the  money  to  meet  the  needs  ot  the  farmer? 

Senator  Glass.  Well,  the  only  orderly  and  customary  way  to  do  would  be  to  increases 
the  rate  of  interest  with  the  exemption,  and  make  it  a  more  attzactive  investmfflit, 
and  that  would  l>e  a  \'ifious  and  temporary  expedient. 

Senator  Fletcher.  J  aihuit  that  ^  ondiUona  are  somewhat  abnormal. 

Senator  (tLAss.  ^Vbsolutely  abnormal. 

Senator  Fletcher.  lJut  I  do  not  know  when  we  are  going  to  reach  a  time  when  the 
whole  country  would  not  be  flooded  with  securities  that  are  paying  a  higher  rate  of 
interest  than  farm  loan  bonds,  and  we  do  not  want  to  make  the  interest  on  those  bmcb 

00  ^eat  that  the  system  woidd  really  not  help  the  farmer. 

Senator  Glass.  I  say  that  would  be  a  vicious  and  temporary  method.  But  what- 
ever may  be  the  solution  of  the  problem — and  I  am  quite  as  anxious  to  see  it  advan- 
tageously solved  as  anybody  could  be—whatev^  may  be  the  solution,  certainly  in  my 
judgment  it  should  not  be  an  attempt  to  connect  xip  the  farm  loan  investment  system 
with  a  strictly  coinnvrcial  biukiiiir  system.  Let  us  see  if  we  may  not  establish  a  com- 
bination system  of  coinnu  rc  ial  iarm  credits,  the  operation  of  which  will  be  clearly 
defined  and  understood  l»y  e\  erybody. 

You  certainly  can  not  e^ectively  connect  the  present  system  up  with  the  existing 
Federal  re^^('r^•('  system  without  infinite  damage  to  the  Federal  reserve  system,  if  the 
baukers  should  unwist^ly  avail  of  the  priviletje  which  you  are  to  confer,  and  just  to  the 
extent  that  you  injure  the  Federal  reserve  Imnkins:  system  you  do  in  that  dctrrco 
damage  to  the  agricnUlural  interests,  because  imbedded  in  the  Federal  banking  system 
are  pri\il^es  greater  in  extent,  and  more  effectively  used  in  behalf  of  the  agricultural 
interests  of  the  country,  than  they  will  derive  from  this  bill,  in  my  ju(^ment. 

Mr.  Ft.a\'na(;an.  Senator  Glass,  you  seem  to  attach  a  creat  dctd  of  importance  to 
the  extension  oi  the  rediscount  privilege  to  the  farm  loan  bonds,  which  now  already 
eidflts  for  (jovemment  lionds. 

Senator  Glass.  And  oug:htnotto. 

Mr.  Fi  ANXAOAX.  Well,  it  does — now.  please  do  not  interrupt  me  

^^cnator  (J lass.  Yon  meutioa  what  I  regard  as  an  unfortunate  feature — indeed  I 
might  vsa\'  a  \  icious  feature — of  the  Federi  reserve  system,  as  an  excuse  to  further 
extend  that  feature. 

Mr.  Flaxnaoax.  But,  Senator  Glass,  call  it  a  vicious  system  if  you  will — it  is  like 
your  prediction  which  has  not  t  om^:  true,  and  tliat  \\u*  Federal  reserve  system  is 
ruined  thereby  here  you  have  aircaily  SlM, 000. 0(K).(KH) — T  Indieve  that  is  the  riizht 
amount -Oi"  *  io\(  :  rmu*ut  bonds  thai  can  Iw  iitili/t'(f  as  collateral  security,  and  you 
object  here  to  a  lew  hundred  million.^  oi  farm  loan  honda  l>eing  used. 

Senator  Glass*  Oh,  can  be  used  as  collateral  security  for  short-time  commercial 
transactions, 

Mr.  Fi.AXKAnAV.  Pi ii^ht;  for  short -time  pi^>«r. 

v*^ena tor  Glass.  <'onuuercial  tiaii^^actions. 

Mr,  FijANNAtiAx.  liut  when  you  putin  the  word  commercial  youmean  thesellii^f 
of  a  commodity. 

.  Senator  Glass.  Whether  it  be  farm  transacrions  or  any  other  dutracter  of  transac- 
tions. 

Mr.  Flannacav.  Well,  when  you  say  '^commorciar*  you  mean  trading  in  com- 
modities, and  the  farmer  does  not  trade  in  commodities. 
Senator  Glass.  Do^'t  he?  Why  doesn't  he? 

M  r.  Flannaoak.  Oh,  he  sells  eggs  and  sudbi  things.  I  said  trade.  But  you  can  not 
call  a  &urm^  a  tntdiar* 
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Senator  Glass.  Well,  he  sella,  as  a  matter  of  fact,  a&d  you  ouebt  to  liave  a  credit 
syBtem  adapted  to  his  practice.  ^      ^  y»  «<.tv  « 

Senator  Flbtchbr.  Now,  go  ahead,  Mr.  Flannafgan.  Have  you  anything  else  that 
you  desire  to  submit?  j        j  & 

The  Cttairmax.  ^^Tr.  Flannagan,  if  you  cany^  these  points  of  ohjection  in  vour  mind 
that  have  been  nrcecl  hy  Senator  Glass  and  by  Gov.  Harding,  will  vou  kindiv  address 
yomselfto  them,  if  you  have  not  already  sufficiently  done  so,  according  to  yonr  view?? 

Mr.  FiANNAOAN.  I  think  I  have  already  stated  the  proposition,  Mr.  Chaiiman, 
really  m  my  discussion  mth  Senator  Glass;  that  is  to  say,  they  niftintfti>  ^t  the  form 
loan  system  IS  h^nni  on  self-Iiquidatii^  paper,  and  I  inaintain  tiiat  there  is  no  mdk 
thing  as  selt-liquulating  paper. 

The  Chairman.  That  is  a  descriptive  phrase,  is  it  not?  That  is  a  term  that  is  used 
to  describe  short-time  notes  and  obligations? 

Mr.  Flannagan.  That  is  correct  I  maintain  that  liquidation  comee  from  short 
matunt  v  that  gives  the  l^ank  the  opportunity  of  paying,  whether  it  should  be  paid  or 
not,  and  that  is  all  that  is  meant  by  liquid  paper. 

Senator  Fletcher.  What  have  you  to  say  about  this  60  days?  Would  you  chanm 
that?  That  seems  to  me  to  be  too  short. 

Mr.  Flannagan,  I  see  no  objection  to  making  it  90  days  or  four  months  for  a  direct 
obhgation  of  the  bank,  because  they  have  discount  paper.  I  would  confine  it  to  the 
custom  of  the  bank  in  discounting  ps^ier;  that  is,  make  them  sknrt  maturities. 

Senator  Fletcher,  ^'inety  days. 

Mr.  Flannagan.  Ninety  days.  I  think  I  should  refer  to  a  point  that  Gov.  Hardimt 
makes  here:  * 

''To  the  extent  that  the  acceptances  and  direct  obligations  described  in  the  WU 
were  used  as  collateral  for  Federal  reserve  notes,  the  elasticity  <rf  and  tiie  power  of 
control  over  such  notes  v.ould  be  diminished." 

I  do  not  tliink  that  the  security  that  is  pledged  for  circulating  notes  has  anything  at 
Ml  to  do  with  this  elasticity.  The  elastic  currency  or  volume  is  regulated  by  the  rate 
of  discount,  in  tiie  case  of  the  Federsil  Beserve  Boaxd,  by  raising  or  lowering  the  rate 
of  discount. 

Senator  Glass.  Do  you  think  that  is  invaiiaUy  so?   The  lecord  does  not  show  it. 

Mr.  Flannagan.  Does  not  show  wliat? 

Senator  6i.A8S.  That  it  is  altogetlier  regulated  by  the  rate  of  discount.  I  grant 
you  that  that  is  a  la^  factor  in  it,  but  as  a  matto-  of  fact  it  is  not  all  of  it. 

Mr.  Flannagan.  The  elasticity;  I  said  the  volume  ought  to  be  regulated. 

Senator  Glass.  That  is  what  I  am  addressing  mvself  to.  The  Federal  reserve 
banks  of  the  country  have  by  detrrees  reduc  ed  their  rate  of  discount  from  7  per  cent 
to  5  per  cent,  and  yet  the  outstanding  volume  of  Federal  reserve  notes  is  decreasing 
ratlier  than  increasing  ■ 

Mr.  1 1.  AXNAGAN.  Has  increased  or  decreased? 

Senator  Glass.  lias  de?reased. 

Mr.  Flannagan.  W^ell,  that  is  the  way  you  would  decrease  it.  The  banks  have 
no— 

Seiiator  Glass.  You  mean  you  would  decrease  it  by  lowering  the  rate  of  interest? 
Mr.  Flannagan.  No;  by  increasing  the  rate  of  interest. 

Senator  Glass.  But  I  have  pointed  out  to  you  that  within  the  last  12  months  tiie 
rate  of  rediscount  has  been  reduced  from  7  per  cent  to  5  per  cent,  but  the  outstanding 
volume  of  notes  is  not  proportionately  greater. 

Mr.  Flannagan.  But  the  outstanding  volume  of  notes  has  decreased,  has  it  not, 
some  billion  of  dollars? 

Senator  Glass.  Yes. 

Sir.  Flannagan.  Well,  that  lias  decreased,  too.  The  outstanding  volume  of  notGB 
has  decreased.    That  is  the  ]>oint  I  made. 

Senator  Glass.  Has  decreased  by  reason  of  

Mr.  Flannagan.  Well,  you  will  not  let  me  speak. 

Sembtcr  Glass.  I  want  you  to  explain  as  you  talk«  The  vohune  has  decreesed  by 
reason  of  the  reduction  of  rediscount  rate. 

Mr.  Flannagan.  No  ;  by  reason  of  the  increase. 

Senator  Glass.  But  I  tell  you  it  has  not  increased;  it  has  been  decreased  from  7 
to  5  per  cent. 

Mr.  Flannagan.  Lately  it  has  been  decreased,  but  they  did  incr^se  it,  did  they 
not,  when  they  started  the  deflation  move.  Did  they  not  increase  the  rate  of  dis- 
count? 

Senator  Glass.  They  did  not  start  the  deflation  move;  they  put  a  stop  to  i 
at  least  th^  tried  to. 
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Mr.  Fi.ANN-ACfAN.  They  r'alled  it  deflation. 

Senator  (ii>ASS.  You  called  it  deflation,  and  I  am  tryinp:  to  rorr-.'rt  vou. 

Mr.  Flannagan.  In  point  of  fact  the  banks  have*  no  means  of  controllinir  the 
volume  of  substitutes  for  coin;  that  is,  credit  currency,  which  they  itrsue,  except  bv 
dther  refusing  to  make  discounts  of  papar  or  by  inc^reasin^  the  mte  of  interest  or  di»- 
<;ount. 

Senator  Glass.  Yes;  an  1  hanking  instinct  idways  finds  ft  courageous  banker  who 

refuses  to  discount  or  rediscount. 

Mr.  Flannagan.  I  think  oiur  Federal  Reserve  Board  made  a  mistake,  though,  in 
attempting  to  deflate  by  increasim;  the  rate  of  interest. 

Senator  Glass.  'ihe>  did  not  attempt  to  deflate;  they  attempted  to  appreciably 
put  a  stop  to  inflation  at  rh-  rate  of  1")  doofrees.  That  is  the  rate  at  which  it  was  going 
when  they  increa^d  the  ledi^eount  rate. 

Mr.  Flannagan.  Yes;  I  think  the  principle  of  increa;^tii;j:  or  lowerinp  the  rate  of 
interest,  which  has  been  practiced  for  so  many  yeaiB  by  the  Bank  of  England,  is  done 
for  the  purpose  of  controlling  the  gold  r^ierve. 

Senator  Gla.ss,  Oh.  yep. 

Mr-  Flannagan.  And  it  is  rep^ulated  by  the  istate  of  the  foreiirn  oxchanavs;  it  l<  not 
a  q^ue^ion  of  the  amount  of  cun-ency  in  circulation.  I  do  not  beUeve  in  the  quanti- 
tative theoi  V  of  currency  at  all. 

Now,  is  there  any  special  question  thnt  you  desire  to  ask  me,  Senator? 

Senator  Fletchek.  I  mi^rht  suoxrest  this:  Senator  Gla?^  thinks  there  would  not  be 
the  benefit  derived  from  this  le'^islation  that  we  sui)i>ose.  Yon  miq:ht  crive  your  views 
as  to  how  this  demand  would  be  increased;  in  what  way  would  the  market  be  broad- 
ened? Would  we  find  that  we  did  not  have  buyero  for  the  bonds? 

Mr.  Flannagan.  You  will  find  a  buyer  from  every  t  ommercial  bank  in  the  United 
State?.  You  will  Mnd  that  they  will  want  some  farm  loan  bonds  amonu^  their  assets. 
You  have  had  a  denion.^rration  of  thiy  belief  by  the  letters  you  have  received  from 
the  various  bankers  throu^rhout  the  country;  that  is,  that  you  -will  find  a  demand. 
You  will  find  a  demand  from  people  who  have  uses  for  money,  large  amounts  of  money 
at  times  of  the  year,  or  at  certain  periods  of  the  year,  and  at  other  periods  of  the  year 
they  have  no  u^e  for  it.  'I  hat  i^.  in  place  of  putting  your  money  as  a  deposit  in  the 
bank—and  -b'posits  in  tlie  !)ank  simply  ijo  to  increase  the  discounts,  makinsr  addi- 
tional inflation— yuu  will  iind  that  the  people  will  invest  them  in  farm  loan  bonds, 
because  they  rtfn  alwavs  s^et  their  currency  at  the  time  they  want  it.  You  will  find 
that  the  savmo  s  banks  will  want  it;  and  my  inij^re.ssion  and  my  belief  is  that  with  this 
amendment  which  yon  have  proposed  you  will  constitute  a  broad  market  for  farm 
loan  bonds  without  any  injury  to  the  Ferleral  re^orve  s\stem  at  all.  and  I  do  not 
believe  that  with  the  small  amount  of  farm  loan  bonds  that  are  handled,  in  proportion 
to  the  large  volume  of  Government  bonds  which  they  now  already  handle,  that  your 
bill  can  have  any  material  effect  on  this  system. 

The  Chairman.  The  bonds  bear  what  rate  of  interest? 

Mr.  Flannagan.  These  bonds  bear  4h  per  cent.    The  last  issue  was  5  cent. 
The  Chairman.  And  are  exempt  from  all  taxation? 
Senator  Fletcher.  Yes. 

Mr.  Flannagan.  If  this  bill  should  pass,  I  think  it  will  decrease  to  ^  per  cent,  so 

as  to  ^ve  the  farmer  the  benefit  of  it  at  that  rate. 
Senator  Fletcher.  The  last  issue  was  at  5  per  cent. 

The  Chairman.  Is  it  desirable  to  increase  the  total  amount  of  tax-exempt  bonds? 

Mr.  Flannaoan.  That  brings  up  an  entirely  different  question.  If  you  are  going 
to  pursue  the  policy  of  decreasing  all  tax-exempt  seciuities,  I  think  you  will  find, 
probably,  that  the  Concress  vrill  still  make  the  farm-loan  bonds  an  exemption,  because 
you  are  in  a  position  where  unle.^s  you  f lu-nish  the  farmer  with  capital  at  a  low  rate  of 
interest  he  can  not  live;  he  can  not  alfoid  to  ])a>'  a  liiLrh  rate  of  interest,  and  ke  can  not 
come  in  competition  with  all  these  \'arious  promotion  schemes. 

Senator  Glass.  Mr.  Flannagan,  will  you  not  admit  that  the  passage  of  the  Federal 
reserve  act  and  the  adoption  of  the  Federal  farm-loan  system  have  vastly  bmefited 
the  fariner  with  respect  to  the  rate  of  interest  ho  has  to  pay? 

^  Mr.  Flannagan.  There  is  no  question  about  it;  but  the  tendency  is  now  to  get  an 
increased  interest.  You  have  it  to  the  point  where  the  farmer  is  paying  5i  per  cent 
for  interest  for  a  loan. 

Senator  Glass.  But  that  i?  because  these  are  abnormal  times,  when  everybody  has 
to  pay  mor^  than  tliey  exev  had  to  nay,  not  only  for  money  but  for  the  commodities 
that  they  use,  the  produce  that  tney  consume,  and  the  farmer  is  not  an  excep- 
tion to  that;  and^  by  the  v.'ay,  I  v^-oidd  like  to  say  that  1  am  a  farmer  who  has  not 
seen  the  bright  side  of  the  question.  I  have  seen  only  the  dark  side.  I  have  lost 
money  on  my  iBxm  ever  since  I  have  hfid  it. 
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The  Chairman-.  What  is  the  prevailino;  rate  of  interest  in  Florida.  Senator? 
Senator  Fletcher.  Eight  per  cent  is  the  legal  rate,  and  10  per  cent  is  the  contract 

rate. 

The  Ghaihhan.  Pemusaible  under  the  law? 
Senator  Fletcher.  Yes;  permissible  under  the  law. 

Senator  Glass.  Rio-ht  there.  Senator,  if  I  may  be  permitted,  I  have  contended  that 
the  various  States  are  Iar<j:ely  to  bhime  for  the  oppression  of  the  farmer.  Why  should 
Florida  make  a  legal  rale  of  interest  at  8  per  cent  and  a  contract  rate  of  iO  per  cent 
and  the  banks  of  Florida  expect  to  borrow  money  from  the  Federal  reserve  banking 
system  at  4i  and  5  per  cent?  Why,  the  difference  in  the  rate  of  rediscount  and  the 
rate  of  discount  would  make  any  bunk  rich. 

Mr.  I'l.AXNAGAX.  There  oiiLrht  to  be  some  way  to  stop  that. 

Senator  Glass.  The  Federal  Reserve  Roard  ouirht  to  exercise  its  power  under  tlie 
law  to  differentiate  tates  of  rediscount.  If  my  State  is  permitted  to  charge  only  <i  per 
cent,  as  it  is,  and  some  other  States  are  permitted  to  charge  some  o^er  rate,  as  they 
are,  in  the  States  where  the  10  per  cent  rate  prevaiiB  the  re^SmcomA  rate  ought  to  be 

raised. 

Senator  Fletcher.  A  considerable  numl)er  of  owners  and  operators  of  farms  can 
not  get  loans  at  all.  Of  course  that  is  not  a  banking  proposition,  making  loans  on 
farms  for  a  long  period  of  time.  I  think  comm^cial  banks  have  been  greatly  relieved 
by  tins  system.  I  do  not  think  they  ought  to  make  loans  on  real  estate  extending^ 
over  a  period  oi  time  tliat  would  suit  the  farmer,  and  as  a  matter  of  fact,  the  farmers 
are  not  able  to  ^et  their  money  through  the  commercial  banks,  generallv  speaking, 
not  only  in  Flonda  but  throughout  the  country,  I  tliink,  very  largelv.  This  system 
enables  a  man  to  acquire  a  home  and  a  farm,  and  get  hie  money  for  that  purpose 
througli  the  Federal  land  bank. 

Senator  Glass.  I  think  but  for  the  misfortune  of  war.  and  the  abnormal  situation 
with  which  we  have  l)een  confronted  ever  since,  that  the  system  would  have  gone 
forward  with  tremendous  success. 

Senator  Flktchbb.  I  am  afraid  they  never  wotild  have  found  a  sufficient  supply, 
Senator,  even  under  normal  conditions. 

Senator  Glass.  Do  you  think  if  we  did  not  have  outstanding  $24,000,000,000  of 
Goverimient  bonds,  that  these  farm  loan  bonds,  tax  exempt,  would  not  sell  like  hot 
cakes?  »  , 

Senator  Fletcher.  I  suppose  they  would,  but  it  seems  that  the  experience  of  the 
Farm  Loan  Board  is  that  the  public  will  only  take  about  so  much  and  the  board 
seems  to  consider  $150,000,000  to  |200,000,000  a  yeur  as  the  limit  of  tb/&at  edacity  to 
take  caro  of  th^  business. 

Senator  Glass.  That  is  because  of  the  great  flood  of  securities  that  have  been 
dumped  upon  the  public. 

Senator  Fletchbb.  One  condition  is  this — as  to  tbe  bonding  houses,  institutiona 
that  do  the  business  of  selling  bonds,  the  Farm  Loan  Board  wiU  pay  them,  say  1  per 
cent  commission  to  sell  those  bonds,  and  they  can  get  from  3  to  5  per  cent  commiflBion 
to  sell  other  bonds;  consequently  they  devote  their  time  to  selling  other  bonds  and 
letting  these  bonds  go.   That  is  another  situation. 

The  Chaiomak.  You  say  another  issue  of  $60,000,000  has  been  authorized? 

Senator  Fletcher.  Yes:  they  have  issued  $60,000,000,  and  they  hi^e  sold  about 
$3.H. 000.000  of  those  witliin  the  last  week  or  JO  days. 

The  Chairman.  At  what  rate  do  they  sell? 

Senator  FiiBTCHEr.  Five  per  cent.    They  get  par  for  them. 

The  Chaibuak.  The  law  requires  that,  doee  it? 

Senator  Flbtcher.  Yes,  at  par,  plus  interest  from  May  1. 

Mr.  Flaxxagan.  Do  yon  not  tliink,  vSenator  Glass,  that  the  desire  for  profit,  or 
the  wrong  which  is  perpetrated  l>y  country  banks  in  charging  so  much  difference- 
between  what  they  charge  their  customers  and  what  they  get  their  discount  for  at 
the  Federal  reserve  bank,  could  be  remedied  by  limiting  the  amount  of  rediscount 
in  proportion  to  their  capital? 

»^enator  Glass.  No;  nobody  thinks  that  ought  to  be  done,  because  that  puts  the 
smaller  bank  at  a  great  disadvantage,  and  just  to  the  extent  it  puts  them  to  a  dis- 
advantage, it  puts  the  communities  that  they  have  to  serve  at  a  great  disadvantage* 

I  think  the  Federal  Reserve  Board  ought  to  do  what  it  was  intended  under  the  law 
it  should  do,  differentiate  their  rates  of  rediscount. 

Mr.  Flanxagax.  Do  you  believe  in  this  progressive  mte  that  they  started? 

Senator  Glas.s.  Measurably,  I  do.  I  think  in  a  few  instances  it  was  abused;  but  I 
call  youi:  attention  to  the  fact  that  that  Federal  reserve  district  which  was  most  criti- 
cized, and  where  it  wa9  said  that  the  progressive  rate  was  most  abused,  was  the  only 
Federal  reserve  district  in  wMdi  theve  was  not  a  bank  failure—^  one. 
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^ovi .  for  a  long  period  of  time  the  Federal  reserve  banks  were  practically  offering  a 
subsidy  to  the  banks  in  the  Northwestern  States  and  the  Pacitic  coast  States,  to 
rediscount.  They  were  paying  them  a  premium  to  rediscount,  because  they  could 
make  money  on  uie  difference  in  what  tney  charged  their  customers  and  wmait  they 
could  get  their  paper  rediseounted  for.  I  do  not  think  that  ought  to  be.  I  think  they 
ought  to  differentiate  the  rate  of  rediscount.  You  know  thnt  one  of  the  A'ices  of  the 
Aldrich  bill — admitted  noAV  by  everA'body — was  its  attempt  to  establish  a  uniform 
rate  of  interest  throughout  the  United  States.  It  can  not  be  done  and  ought  not  to 
be  done. 

The  Chatum  AN.  Senator,  let  me  ask  you,  has  that  power  of  the  boaid  been  called  to 
their  attention,  and  has  the  lioard  been  urcred  to  exercise  it. 

Senator  Glass.  Well.  I  may  not  say  actnally  that  the  board  has  been  urged  t(7 
exercise  it.  I  called  the  attention  of  Gov.  Harding  to  it  and  also  the  attention  of 
ex-Gov.  Hamlin,  and  they  agreed  that  that  ouglit  to  be  done,  but  they  have  never 
done  it.   They  ought  to  do  it.   It  was  intended  that  they  should  do  it. 

Senator  Weller.  Why  did  they  not  do  it:  becau.se  they  lacked  the  moral  courage? 

Senator  Glass.  I  think  because  they  have  had  to  stand  a  constant  and  bitter  bom* 
bardment  fioni  all  over  the  countiy. 

The  Chairuaj^.  They  would  doubtless  be  criticized  severely  if  they  undertook  to 
depreciate  the  rate. 

Senator  Wki.t  ku.  Senator  Glass.  Avould  you  suggest  any  other  or  better  method  of 
creating  a  ])etter  market  for  these  farm  loan  bonds  than  of  raising  the  interest  rate  on 
them,  out  of  your  experience? 

Senator  Glass.  I  do  not  suggest  that  the  interest  rate  be  raised,  though,  as  I  recall 
I  voted  in  the  committee  here  to  permit  an  increase  of  one-half  of  1  per  cent  when  the 
joint  stock  land  banks  came  here  and  requested  it.  My  contention  is  that  there  ought 
to  be  established,  in  conjunction  with  the  Federal  farm  loan  mortgage  system,  a  short- 
time  riu-al  credit  system,  under  which  these  short- time  loans  may  be  obtained;  but 
itobody  can  create  a  market  for  a  security  if  the  market  is  already  glutted  with  securi- 
ties, except  by  increasing  the  rate  of  int^est  and  making  the  boims  attractive. 

^rr.  Flaxxagan.  Is  that  true,  that  you  can  not  crmte  a  maricet  except  by  increasing 
the  rate  of  interest? 

Senator  Glass,  Yes;  I  think  it  is  true — not  upon  sound  principles. 

Mr.  Flannagan.  How  about  Mr.  Salmon  P.  Chase,  when  he  and  others  floated 
Government  bonds  by  giving  the  national  banks  the  privilege  ot  circulation — did 
not  that  create  a  market? 

Senator  Glass.  Oh.  yes:  it  created  a  market  by  

Mr.  Flannagan.  But  you  said  there  could  not  be  any  maifcet  except  by  raising 
the  interest. 

Senator  Glass.  I  said  upon  sound  banking  {Hinciples.   Do  you  contend  that  the 

national  banking  system  was  established  upon  sound  banking  principles?  It  was  not 
a  banking  system  at  all .  It  was  a  bond-selling  system,  and  even  then  it  only  succeeded 
by  denying  the  right  to  the  State  banks  to  issue  circulation.  Do  you  call  that 
sound? 

Mr.  Flannagan.  I  supposed  the  national  banking  system  was  sound — yes.  Do 
not  you? 

Senator  Glass.  Not  scientifically,  or  we  never  would  have  revolutionized  it,  as 
we  did  by  the  Federal  reserve  act.*  It  was  so  sound"  that  about  every  ten  years 
it  created  a  panic  in  this  country.  It  occasioned  inestimable  loss  to  the  business 
intesests  of  the  country,  both  commercial  apd  industrial,  and  also  agricultural. 

The  Chairman.  Senator  Fletcher,  do  you  care  to  add  anythinir  further  with  rmpect 
to  Senate  bill  ()20? 

Senator  Fletcher.  Mr.  Chairman.  I  want  to  call  some  other  gentlemen  whom  I 
expected  here  this  morning,  but  who  are  not  present  at  this  time,  and  as  the  time  of 
the  committee  is  limited,  we  will  have  to  take  that  up  at  a  later  date.  With  the 
permissicm  of  the  committee  we  will  now  take  up  the  bill,  S.  2183. 

The  Chairman.  Very  well. 

Senator  Fletcher.  I  will  say,  Mr.  Chairman,  that  the  object  of  the  bill.  S.  2183, 
is  to  change  the  organization  of  the  Farm  Loan  Board,  and  I  want  to  disclaim  at  the 
outset  any  animosity  whatever  toward  the  membership  of  the  present  Farm  Loan  Board. 
They  are  all  my  friends,  and  as  far  as  I  know  our  relations  are  perfectly  cordial,  and  I 
atn  not  finding  any  fault  with  the  board,  in  so  far  as  it  is  constituted  now. 

My  idea  is,  in  the  first  place,  that  we  are  all  striving  toward  economy,  seeking  to 
accomplish  economy  without  injuring  efficiency,  and  I  have  the  impression,  as  a 
matter  of  fact,  there  are  more  members  on  the  board  than  there  is  really  need  for. 
At  the  present  time  the  board  is  composed  of  the  Secretary  of  the  Treasury,  ex-officio , 
and  four  membmi  appointed  by  the  President,  each  member  drawing  $10,000  a  yea  « 
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salary,  and  of  course  each  member  will  have  his  own  (!orps  of  dcffks  or  asBiatantSy 
and  the  usual  office  force,  and  in  my  judgmmt  ibe  QFTOtbead  e:i^ea9e  conoected  niUi 

the  system  is  greater  than  is  necessary, 

I  thioik,  in  the  thst  place,  that  the  membership,  instead  of  being  four,  could  very 
well  be  n^ule  two,  to  be  appointed  by  the  Preswent.  That  would  save  $20,000  in 
salaries,  besides  office  expenses  of  each  of  the  two  members,  and  then  I  tbiidc  the 
Secretarx'  of  AgriciMture  ought  to  be  on  this  Farm  Loan  Board.  This  system  is  pri- 
maril\-  for  the  benefit  of  agriculture,  and  I  think  it  is  altogether  proper  and  appro- 
priate that  the  Secretary  of  Agriculture  should  be  a  member  of  that  board  ex-o^&cio, 
alons  with  the  Secretary  of  the  Treasury. 

Tne  Ghairhak.  And  two  others? 

Senator  Fletc^bb.  And  those  two  membm  to  be  appc^ted  by  the  Fresadent, 

instead  of  four. 
The  Chairman.  That  would  make  it  a  board  of  four. 
Senator  Glass.  Three. 

The  Chairman.  You  mean  to  substitute  the  Secretary  of  Agriculture  for  the  Secre- 
tary of  the  Treasury? 

Senator  Fletcher.  No;  have  them  both. 

The  Chairman.  That  is  to  say,  have  two  added? 

Senator  Fletcher.  Two  ex-oliicio  members  and  two  members  to  be  appointed  by 
the  Presid^t. 

I  have  just  given  a  brief  outline  of  the  proposition,  and  I  will  ask  Mr.  Flannagan— 
who  is  present,  and  who  has  had  experience  from  the  very  inception  of  this  board  as 
its  secretary  and  knows  the  work  that  is  going  ou  there — whether,  he  thinks  that  two 
working  members  there  would  be  suliicient. 

Mr.  FiiAnnagan.  I  do  not  think  that  four  members  are  necessary  and  have  never 
thought  so,  and  I  think  that  is  the  opinion  of  most  of  the  members  of  the  board.  I 
heard  Capt.  Smith  say  so.  who  is  one  of  the  members  of  the  board.  They  really  do 
not  have  a  great  deal  to  do,  and  this  morning,  at  Senator  Fletcher's  request,  I  went 
bv  the  Treasury  Department  and  got  from  the  appointment  bureau  a  list  of  the  number 
of  employees  in  each  of  the  buieaus,  and  the  amount  paid  to  the  executive  heads  of 
them,  for  comparison.  It  shows  that  in  the  Secretary's  olfice  there  are  34  employees, 
and  the  salary  of  the  Secretary  is  $12,000.  In  the  chief  clerk's  office  there  are  1,192, 
with  an  overhead  charge  o£  $4^000;  in  the  loans  and  currency  division  there  are  1,831, 
and  a  salary  of  $3,500. 

Senator  FtBTCBBH.  Mr.  (Chairman,  without  askii^  Mr.  Flanuagan  to  read  that 
entire  paper,  I  ask  that  it  be  inserted  in  to  the  record. 

The  Chairman.  The  paper  will  be  incorporated  in  the  recofd. 

(The  paper  r^terred  to  is  here  printed  in  full,  as  follows:) 

Statement  shou  ing  munber  of  employees,  Treasury  Departmenty  Sept.  oO,  19^1. 


Office. 


Secretary  

Chief  clerk  

Appointment  

Bo&keeping  aad  Warrants... 

Customs  

Printing  and  Stationery  

Mails  and  Files   

Disbursing  clerk  

Secret  Sarlce  

Loans  and  Currency  

War  Savings  

Register  of  the  Treasury  

Bureau  of  fingraTiog  and 
Filnttiig.  


Number 
ol  em- 
ployees. 


84 
91 

51 
42 
13 
17 
U 

19 

901 

6,450 


Salary  of 
adminis- 
trative 
officer. 


112,000 
4,000 
3,000 
4,000 
4,500 
2, 500 
2,500 
3,000 
4,500 
3,500 
5,400 
4^000 

6,000 


Office. 


Coast  Guard  

Public  Health  

Farm  Loan  

Supervising  Architect  

Comptroller  of  the  Currency 
Treasurer,  United  States. . . 

Internal  BeTORie.  

Budget  

Deposits  

Mint  

Miscellaueou^  Bond  

FuMkiBebt  i-., 

«oWU«.-«-  


Number 
of  em- 
ployees. 


80 
607 
63 
287 
227 
1,212 
7,016 
23 
8 
14 
35 

m 


20,453 


Salary  of 

adminis- 
trative 
officer. 


Senator  Fletcher.  Thi^  is  a  bureau  (»i  the  Treasury  Department,  and,  like  other 
luireau?,  it  needs,  ol  rour.-e,  a  head;  but  at  the  tranie  time  there  is  no  need  paving 
tiie  head  of  that  bureau  $40,000  a  year.  The  thought  that  the  membership  of  the 
board  should  be  distributedy  I  think,  hardly  applies  to  that  bureau  any  more  than  to 
any  other  bureau  of  the  Government.  Take,  for  instance,  ti£e  coUector  of  intemai 
revenue-^ — 
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Senator  Glass.  It  not  only  api)lies  to  the  Federal  Reserve  Board,  but  the  President 
is  textually  prohibited  from  appointing  more  than  one  member  of  the  Fed^al  Bea^^e 

Board  from  any  one  Federal  re-erve  diptri^t. 

Mr.  Flanxagan.  But  the  Federal  Re.-er\  e  Board  is  not  a  bureau  in  the  Treasur\'. 

Senator  Glass.  A'o;  it  is  not.  That  i<  what  1  am  saying.  Xor  should  the  Secretary 
of  the  Treasury  be  chairman  ex  officio  of  the  board. 

The  ChfAreHAN.  lAJs  indicates  tiiat  there  axe  63  employees  here  at  the  head- 
quarters. 

Mr.  FiANNAGAN.  That  is  the  pay  roll  in  Washington.  That  has  lately  been  in- 
creased. 

The  Chairman.  Four  membem  at  $10,000— about  $40,000  ss  the  executive  head, 
60  to  speak,  of  the  bureau  or  department. 

Senator  I'^letcher.  Ye  :  "f  the  bureau.  From  your  experience  tii^,  Mr.  Planna- 
gan,  do  you  helieve  that  it  is  neres^ary  t<)  have  four  men? 

Mr.  Flan  NAG  AN*.  1  do  not,  and  I  do  not  thiiik  any  other  employee  who  has  ever 
been  there  will  say  so,  I  do  not  think  the  members  of  the  board  themselves  would 
say  so,  if  you  should  ask  them. 

Senator  Fletchek.  L--  it  not  a  fact  that  the  principal  work  that  was  incumbent 
upon  then\,  of  cour.-e,  at  the  hesrinnino;.  namely,  districtino:  the  v.'h"lo  country  and 
establishing  the  baukd  and  getting  them  organized  was  the  mo<t  dithcult  i)art  of 
their  work  and  involved  the  greatest  amount  of  effort? 

Mr.  Flannagan.  Yes. 

•  Senator  Fletcher.  And  tiiat  has  all  been  done? 

Mr.  Flannagan.  Yes. 

Senator  Fletcher.  So  the  i;diole  system  is  now  in  working  order? 
•  Mr.  Flannagan.  Yes. 
The  Chaxxucan.  WhsLt  have  you  to  say  with  respect  to  l^e  su^igestion  of  Senator 

Glass,  throwing  out  the  idea  that  thi<  is  a  very  erreat  country  temtcnily,  with  indus^ 
tries  and  farmei-s  scattered  from  the  Atlantic  to  the  Paciiic? 

Air.  FjLANNAGAN.  1  do  not  think  it  applies  aiiy  more  than  it  doe-  to  the  internal 
revenue.   It  is  a  great  country.   They  come  from  all  over  the  country  somewhere. 

SenatOT  Wbller.  But  the  collector  of  internal  revenue  is  an  adminiatTative  crificer 
lai^ely.    These  men  deal  with  agri  ult  iral  ''i>ndition which  are  very  different. 

Mr.  Flanxagax.  They  only  deal  with  12  Federal  land  banks. 

The  Chairman.  They  have  immediate  jurisdiction  ol  them,  though,  have  they  not? 

Mr.  Flannagan.  Yes;  they  have  supervision  also  over  the  national  farm  loan 
association. 

Senator  Wellek.  But  the  agricultural  conditions  of  Texas,  fcnr  example,  are  vety 
different  from  those  of  New  England  or  Oregon  or  Washington. 

Mr.  Flannagan.  They  have  control  of  the  Federal  land  banks  of  the  district.  The 
Farm  Loan  Board  does  not  make  discounts.  They  do  not  pass  on  loans;  they  have 
nothing  to  do  with  that. 

Senator  Glass.  They  administ^  the  whole  system. 

Mr.  Flaxn  AGAX.  They  simply  have  supervisory  control  (representing  the  Govern- 
ment) of  the  12  Federal  land  banks  and  the  association. 
Hie  Chairman.  The  same  conditions  do  not  prevail,  though,  in  different  districia. 
Senator  Wbujbr.  That  is  the  point  I  make. 
Mr.  FzjLNNAGAN.  Of  course  there  are  different  conditions. 

The  Chairman.  I  want  to  hare  it  clear  in  my  own  ]iund«   The  board  here  heepsits 

eye  on  the  whole  country,  does  it  not? 
Mr.  Flannagan.  Certainly. 

Hie  Ghairman.  And  it  has  immediate  contnd.  Gan  they  can  not  check  up  and 
control  these  various  districts  and  banks? 

Mr.  Flanxagan.  Yes.  through  the  several  12  Federal  distaictsand  through  all  the 
Federal  land  banks  in  those  districts. 

The  Chairman.  Do  they  not  have  something  to  do;  do  they  not  exercise  some 
regulatory  control? 

Senator  Flbtchbr.  They  authorize  the  issue  of  the  bonds;  they  see  to  that. 

The  Chairmax.  I  am  merely  trying]:  to  ascertain  if  they  sit  there  and  do  nothing, 
or  whether  they  keep  in  touch  with  aifairs  of  all  tlie  districtSi  and  to  some  extent 
they  may  control  the  activities  of  the  dLi'erent  districts. 

Mr.  Flannagan.  They  make  rules  that  apply  to  all  districts  alike.  They  do  not 
B^ke  a  rule  for  one  district  and  say  what  the  rate  of  interest  should  l)e  for  that  dia- 
trict.  All  their  rules  and  regulations  apply  to  all,  and  the  administration  of  the  sys- 
tem belongs  really  to  the  Federal  land  banks  in  the  respective  districts,  under  the 
supervisory  control  of  the  board. 
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The  Ghaibman.  They  make  appointments  here,  do  they  not,  of  men  to  pa&m 
certain  duties  throughout  the  whole  country? 

Senator  Fletcher.  They  select  the  land  appraisers  and  registrars  and  examiners. 
Mr.  Flaxn'agan.  They  appoint  land  appraisers  upon  recommendation  of  the  land 

bank  of  the  district,  <  i_ 

Senator  Glass.  But  they  frequentl^r  reject  the  recommendations  m  those  MnKS« 
Mr.  Flannaoak.  The  recommendations  of  what,  Senator  Glass?  * 
Senator  Fletcher.  Of  the  land  bwks  with  respect  to  l^praisers* 
Mr.  Flannagan.  Oh,  yes. 
Senator  Glass.  They  are  not  bound  by  them? 
Mr,  Flannagan.  No;  they  are  not  bound  by  them. 

Senator  Fletcher.  I  think  they  have  about  320  appraism  Ibroui^ut  fliecountry. 

Have  you  anvthing  further  to  say,  Mr.  Flannacran?  ^ 

Mr.  Flannaoax.  Mr.  Chairman,  in  response  to  your  suggestion  that  I  address myseli 
to  the  objections  of  Gov.  Hardi^,  I  may  add  that  the  letter  from  Gov.  Harding  to 
Senator  McLean  under  date  of  February  16,  1921,  giving  his  objectionB  to  Senato 
Fletcher's  bill  (S.  620)  I  had  not  Been  wh»  I  wrote  the  letter  to  S^tdr  ¥ms^ 
under  date  of  April  15,  1921.  ,  .     .       ^       tt  j- 

Tliat  letter,  1  think,  to  a  large  extent  anticipates  tlie  objections  Gov.  Harding 
makes,  and  the  letter  of  Senator  Fletcher,  published  in  the  Jouinal  of  Commerce,  in 
my  opinion,  fully  meets  them,  both  letters  having  been  made  a  part  of  this  record- 

Gov.  Harding's  letter  may  perhaps  be  summed  up  in  the  one  sentence,  that  the 
assets  of  the  Federal  reserve  banks  must  be  kept  liciuid,  and  that  obligations  of  mem- 
ber banks,  whether  in  the  form  of  acceptances  or  promissory  notes,  when  secured  by 
farm-loan  bonds,  or  even  Government  bonds,  or  any  other  secuiity  than  commercial 
paper,  are  not  liquid  assets  (bankers'  acceptances  being  excepted)  and  therefore 
should  be  ineligible  for  rediscomt.  .  ^  ^  ^  .  ,  .  * 

To  the  first  proposition  that  the  assets  must  be  kept  luiuid  I  heartily  assent,  but  to 
the  second,  that  commercial  paper  and  bankers'  acceptances  only,  constitute  liquid 
assets.  1  most  unhesitatiuglv  dissent.  .    _  ^ 

To  consider  the  matter,  however,  as  Gov.  Harding  presents  it,  I  b^  to  comment  on 
the  following  extracts  from  his  letter,  which  I  think  constitute  a  fair  summary  thereof : 
Bankers'  acceptances  should  be  the  most  liquid  cla-s  of  })ank  paper,  and  conse- 
quently should  be  issued  onlv  for  the  purpose  of  financing  commercial  transactions. 

I  suppose  it  is  agreed  that  we  name  bv  •'lifiuid  paper''  or  "liquid  class  oi  bank 
paper  '  such  paper  as  is  negotiable,  and  at  short  time,  upon  which  pajTuent  may  be 
depended  at  maturity.  I  can  not  see  that  it  foUows  "consequently"  that  fflich  paper 
shall  be  issued  exclusively  for  commercial  purposes.  ,  •  i     •  •  i 

It  is  the  short  maturitv  whi(  h  makes  it  liquid,  not  the  purpose  for  which  it  is  issuea. 
It  is  the  credit  of  the  bank  acceptor  and  the  l)elief  that  it  will  be  paid  at  maturity, 
which  makes  it  desirable,  not  whether  it  was  given  to  facilitate  the  transfer  of  cotton 
to  Liverpool,  or  to  bring  fruit  from  Sicily  or  Jamaica.  1  he  transfer  of  the  commodity 
makes  it  a  c  ommercial  transaction,  but  it  adds  no  security  to  the  acceptance  nor 
does  it  make  the  jiavnumt  at  maturitv  more  certain.  Tn  no  v:-d\  does  it  add  to  the 
'Miquiditv*  *  of  the  pa]>er.  1  he  bill  of  ex(  han.i^e.  which  afterwards  becomes  a  bankers 
acceptance  may  be  a  -linance  bill"  drawn  to  adjust  balances,  or  to  influence  the 
current  rate  of  exchange.  1  he  acceptance  may  have  grown  out  of  the  sale  and  t^wiet 
of  securities,  and  have  had  no  rouuection  whatever  with  the  sale  of  a  commodity. 

Bankers^  acceptances  are  desirable  because  they  are  «i:ood  debts,  and  j^aid  at  ma- 
turitv. 'ihev  are  liquid  because  of  such  payment,  Mhen  they  have  a  short  time 
to  riin.  'Uiev  are  more  desirai)le  when  they  are  secured  by  a  Government  bond 
or  a  farm  loan  bond,  as  a  continuing  security,  because  more  certain  of  being  paid 
at  maturity  than  when  representing  the  transfer  of  a  <  ommodity  \yhich  may  have 
been  resold  a  dozen  times,  or  even  consumed.  Why  lake  the  shadow  lor  the  sub- 
stance'? Why  consider  a  dcV4  arisiuL^  out  of  the  transfer  of  a  commodity  better, 
because  vou  can  call  it  a  "conimen-ial  transac  tion?*'        ^   ^     ^    -  ^ 

In  my*  own  experience  1  have  ]nirchased  cargoes  of  frmt  m  the  island  of  Jamaica, 
paid  for  them  by  a  London  bankers'  acceptance,  and  sold  the  fruit  in  j\ew  lork 
Citv.  Ihe  bankers'  acceptance  was  current  in  London,  and  payable  months  after 
the  fruit  was  sold  and  paid  for  in  New  York.  Have  you  any  idea  that  the  proceeds 
of  these  cargoes  added  to  the  eligibility  of  the  London  bankers  acceptance  in  the 
discount  market,  or  had  any  connection  with  theb  payment  at  maturity?  Were 
these  acceptances  growiiJg  out  of  a  commercial  transaction  more  liquid,  because  thev 
did  not  have  pledged  for  thetf  payment  at  matiurity,  an  English  consol  or  a  Lnited 
States  bond? 
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Again  Gov.  Harding  says:  ,  ,    ^.  ,  xt. 

"The  liniitati<wis  as  to  the  character  of  the  transaction  out  of  which  the  acceptencos 
must  arise  v^ere  necessary  to  the  development  of  the  acceptance  business,  in  afenrdanee 
with  sotmd  Ixinkinir  principles,  and  these  limitation?  are  in  the  board's  opinion  still 
necessarv  to  the  maintenance  and  further  development  of  that  business." 
The  ^  Umitations"  to  which  Gov.  Harding:  refwH  are  those  of  the  Federal 


reserve 


Congressmau  >^ — .   ^    i    •  u-  u  i 

no  better  authority  exists  as  to  the  intent  of  tliat  law,  says,  concerning  this  in  tus  book 

American  Banking  (p.  39;;  ,      ,      ,  .   r  '  * 

'*Thi8  limitation  is  imposed  in  order  to  avoid  an  undue  development  of  the  accept- 
ance business  on  the  part  of  banks,  which  might  nol  he  of  the  liiLdiest  deoreo  of  sol- 
vency, or  might  have  end^arked  upon  an  acceptance  business  to  too  great  an  extent 
in  proportion  to  their  resources." 

It  was  seen  early  in  the  development  of  the  Federal  resCTve  act,  that  its  operation 
could  not  be  conlined  to  the  rediscount  of  shcwl-tenn  paper  for  its  member  banks, 
and  the  holding  of  l^a:al  reserves,  and  also  that  no  general  marki  t  roidd  U-  estab- 
lished in  this  cmntrv  for  the  purchase  and  sale  of  bankers'  acceptance^,  uidcr^s  the 
Federal  reeeive  bank  had  authority  under  the  law  to  deal  in  such  acceptances.  The 
international  bankers  liad  established  too  high  a  degree  cf  credit  and  importance, 
for  their  paper  to  be  ignored,  and  in  the  development  and  encouragement  of  foreign 
trade  it  was  necessary  that  the  Fedend  reserve  banks  m%ht  have  d^Oin^  in  the 

market.  •  r 

**l^ankers^  acceptances,"  therefore,  really  tonveyed  to  the  mind  the  obligations  of 
bankers  engaged  in  international  trade,  these  acceptances  being  the  mercantue 
expres^on  of  the  operations  of  commerce  in  the  transfer  of  commodities  from  oae 
country  to  another.  But  no  one  considered  the  transfer  of  the  commodity  as  adding 
CO  the  security  of  the  paper  or  its  litjuidity.  Tt  was  to  encouraire  foreign  trade  that 
these  acceptances  were  made  eligible  lor  discount,  and  i)robably  to  some  extent 
because  the  foreign  banking  interests  were  too  strong  to  be  ignoi'ed.  ^ 

The  expression  *'in  accordance  with  sound  banking  principles  is  a  generabty 
which  means  nothing,  unless  it  is  specifically  stated  what  principle  is  violated.  If 
the  governor  means  that  it  is  a  violation  of  a  sound  hanking  principle  to  pledge 
Government  bonds  or  farm  loan  bonds  as  security  fora  bankers  accepUnc-e,  1  mil  say 
that  I  have  procmed,  in  my  experience,  the  acceptances  of  leading  ba^m  in  New 
York,  both  with  and  without  the  deposit  of  similar  seciuity,  and  that  if  he  will  name 
any  international  banker  he  likes,  and  furnish  the  Government  V)onds  or  farm  loan 
bonds  to  be  tleposited  as  collateral  securit>-,  1  will  undertake  to  procure  the  banker  s 
accejitanr  e,  Avhich  he  considers  the  "most  liquid  class  of  bank  paper." 

To  quote  again:  ,         ^   *        i.  *u 

"Because  of  the  self-liquidating  character  of  the  transactions  out  of  whn  h  thev 
arise  and  the  credit  of  the  acceptmg  banks,  bankers' acceptances  are  bought  and 
sold  in  the  open  market  at  rates  generally  lower  than  any  oth^'r  class  of  commercial 
paper,  l  o  ])c'rmit  bankers'  acceptances  to  l>e  made  for  ])urposes  other  than  the  finan- 
ing  of  strictlv  commercial  transactions  would  not  only  violate  fundamental  prin- 
ciples of  banking,  but  would  make  impossible  the  development  and  maintenance  of 
a  satisfactory  open  market  for  such  acceptances. "  ,  ,       i  *  • 

It  is  hardly  necessary  to  show  up  again  the  fallacy  r-oncerning  '-seltdiquulating 
paper."  Senator  Fletcher  in  his  letter  fully  points  out  that  there  can  be  no  such 
thing  as  "self-li^iuidating''  paper  whether  elassiiied  as  '  eoimnercial  or  not.  The 
fact  is  that  the  element  of  credit  does  not  enter  into  a  transaction  involving  the  trans- 
fer of  a  commoditv  where  the  title  to  the  commodity  and  possession  is  retained  by 
the  seller,  and  sue'h  a  transaction  can  not  properly  be  c-alled  •'commercial. 

'Ihe  lower  rate  of  discount  charged  for  bankers*  acceplances  comes  Irom  llie  good 
credit  oi  the  banker,  the  short  maturitv,  and  competition  in  the  open  market. 

I  have  already  shown  that  the  puri^ose  for  which  a  bankw  gives  his  acceptance 
has  nothing  to  do  with  its  liquidity.   It  is  no  concern  of  the  buyer  in  the  open  market, 


and  he  has  no  means  of  ascertaimng  the  purpose.^  for  which  the  debt  was  creator  . 

To  say  that  if  cre:ite*l  lor  other  than  "strictly  commercial  Iraiisactions  it  \ rotates 
^■fundamental  principles  of  banking,'^  needs  sane  explanation  beyond  tlie  mere 
assertion,  iiankers  give  acceptances  against  security  satistactory  to  toemseues. 
If  Gov.  Hardin?  should  say  to  Mr,  Morgan,  for  instance,  that  the  acceptances  ot  his 
firm  given  for  other  purposes  than  "strictly  commercial  transactions  was  a  practice 
•'in  violation  oi  fundamental  banking  princij^les. "  Gov.  Hardino;  would  probablj^  be 
shown  the  door,  if  the  development  and  mamtenance  of  an  open  market  lor 
bankers'  acceptances  is  dependent  upon  the  result  oi  iiKiUuries  by  the  Federal  reserve 
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board  as  to  the  pnrjtose  for  wliich  the  acceptances  are  made  in  each  case,  I  feaar  we 
shall  never  ha\  e  an  open  market  iox  such,  acceptaaces* 

Another  extract: 

^'It  is  apparent  of  course,  that  acceptances  made  againsl  fhe  deposit  of  farm  loan 
bonds  would  not  be  liquid,  but  on  the  contrary  would  grow  out  <a  a  unliqiiid 

type  of  investment  transactions. " 

This  is  a  mere  reiteration  of  the  position  taken  In'  Go\.  Hardinir  that  acceptances 
or  the  dire^'t  obligation  of  member  banks  when  sec  ured  )>y  farm  loan  bonds,  are  not 
liquid.  It  is  the  question  at  issue.  I  think  it  has  l>een  shown  conclusively  that 
liquidity  ot  paper  consists  of  short  maturities,  and  payment  when  due,  a  proposition 
he  will  not  deny.  It  can  not  be  possible  that  the  Governor  maintains  that  the  deposit 
of  farm  loan  l^onds  as  security  will  prevent  payment  of  bank  acceptances  when  due, 
short  maturity,  the  other  recjuisite  of  liquid  pa])er,  being  provided  by  the  Fletcher 
bill.  The  recent  experience  in  the  market  price  of  the  two  leading  commodities 
which  we  produce  for  export,  would  certainly  seem  to  justify  the  belief  tiiat  farm 
loan  bonds  have  more  than  an  equal  stability  in  market  value  than  wheat  or  cotton, 
and  consequently  are  as  desirable  for  collateral  security* 

Again  the  letter  says: 

"Unlike  acceptances  issued  to  finance  commercial  transactions,  acceptances  against 
the  deposit  of  investment  securities  would  not  be  autcmmtically  eelf-uquidating  and 
would  therefore  have  to  be  renewed  from  time  to  time." 

This  is  a  mere  assertion  of  the  oft-repeated  fallacy  that  commercial  transactions  are 
automatically  self-liquidating.  If  the  Governor  will  point  to  one  single  transaction 
of  a  banker's  acceptance  held  by  a  reserve  bank  which  automatically  liquidated 
itself,  or  even  a  case  where  the  proceeds  of  the  <»rqgmal  commodity  whicn  ^ve  rise  to* 
the  acceptance  was  used  specifically  for  its  liquidation  or  payment,  I  will  concede 
that  he  has  that  much  reason  for  his  position,  but  until  he  can  do  this  he  should 
abandon  the  absurd  position  with  reference  to  self-liquidating  paper. 

As  to  forced  renewals,  I  venture  to  say  that  the  recent  experience  of  the  Federal 
leaerve  banks  with  reference  thereto  wae  due  largely  to  the  inalnlity  to  obtain  satis- 
foctory  prices  for  either  secoritiBs  or  conmiodities  by  reason  of  an  abnormal  fosrced 
liquidation,  the  abrupt  decrease  in  prices  being  far  mote  marked  in  the  cme  of  ccn* 
modities  than  of  securitiea. 

Gov.  Harding  says; 

''It  is  significant  to  observe  Uutt  member  banks  are  not  permitted  to  accept  drafts 

against  the  deposit  of  United  Spates  bonds." 

This  is  making  a  distinction  without  any  difference.  Banks  are  allowed  to  discount 
their  obligation  or  promissory  note  at  the  Federal  reserve  banks  with  United  States 
bonds  as  collateral  security,  which  is  the  same  privilege  which  is  asked  for  faim  loan 
bonds. 

As  far  as  the  results  are  concerned,  it  is  immaterial  whether  the  obligation  be  made 

in  the  form  of  a  promissory  note  or  in  the  form  of  an  acceptance.  It  matters  not 
whether  the  obligation  to  pay  be  expressed  by  the  signature  of  the  payer  at  the  bottom 
of  a  promissory  note,  or  across  the  face  of  a  bill  of  exchange.  Both  methods  are  pro- 
vided for  in  the  Fletcher  bill  because  of  the  practice  of  the  Federal  reserve  banl^  to 
discHDunt  bankers'  acceptances  at  a  lower  rate  than  other  paper  and  it  is  thought 
that  with  such  seciuity  the  farmer  should  be  entitled  to  the  benefit  of  the  lowest 
rate.  In  either  case,  however,  the  demand  will  be  created  amon,^;  banks  for  farm- 
loan  bonds,  thus  making  a  broad  and  constant  market  for  these  bonds,  which  will 
enable  the  Federal  land  banks  to  properly  function  by  carrying  out  the  intent  of 
the  farm-loan  act  to  provide  capital  for  a^cultural  development." 
Finally,  Gov,  Harding  says: 

"The  paper  acquired  by  the  Federal  reserve  banks  is  the  collateral  security  for 
Federal  reserve  notes,  which  constitute  by  far  the  ^rreater  part  of  the  paper  currency 
of  the  country.  It  is  most  important,  therefore,  that  the  liquid  character  of  thepaper 
wludi  may  be  purchased  by  Federal  reserve  bai&s  should  be  maintained.  To  the 
extent  that  the  acceptances  and  dkect  obligations  described  in  the  bill  were  used  as 
collateral  for  Federal  reserve  notes,  the  elastici^  of  and  the  power  of  omtrol  over 
such  notes  would  be  diminished.'' 

This  statement  is  but  another  assertion  that  obligations  of  member  banks  secured 
by  form-loan  bonds  would  not  be  liquid,  which  is  the  gist  of  the  whole  matter. 

He  does  not  contend  that  such  obligations  secured  by  Government  bonds  are  not 
liquid  and  diminish  the  elasticity  of  the  currency,  because  in  practice  such  obliga- 
tions are  now  held  as  security  for  the  issue  of  Federal  reserve  notes,  and  also  Federal 
reserve  bank  notes,  to  a  much  larger  extent  than  farm-loan  bonds  will  ever  attain 
under  the  Fletcher  biU. 
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The  governor  fails  to  see  or  at  any  rate  fails  to  draw  the  distin<-tion  between  the 
security  for  a  currency  and  its  elasticity.  The  two  ha\e  no  connection.  As  far  as 
security  is  concerned,  we  have  had  the  experience  of  more  than  50  years  in  the  national 
bank  currency,  that  the  security  of  Government  bonds  for  such  ciurency  has  been 
satisfactory,  in  the  fact  that  not  one  dollar  hasiever  been  lost  by  any  holder.  We 
have  the  same  experience  in  the  Canadian  bank  currency  a«  to  security,  where  the 
circulating  notes  of  fail^  b«iks,  which  under  the  law  bear  interest  from  date  of  failure, 
go  to  a  premium. 

Elasticitv,  or  responsiveness  in  volume,  increasing  or  decreasing  according  to  the 
draiands  d  trade,  is  effected  und^  the  Federal  reserve  act  without  reference  to  the 
question  of  ultimate  security.  The  people  in  their  business  transaf  tions  have  no 
control  of  this  volimie,  as  they  should  have.  Jly  making  the  bonds  beKl  as  security, 
interchangeable  with  currency  inio  an  interest-])earing  debt  at  the  will  of  any  holder, 
or  vice  versa,  we  would  have  a  true  elastic  cimency. 

The  volume  of  the  circtilating  medium  is  controlled  by  the  will  of  those  haA-ing 
charge  of  our  bankini^  system,  in  an  ineffer  tual  manner  by  advancing  or  lowering  the 
rate  of  discount,  and  ihis  power  may  possibly  ]>e  exercised  to  the  detriment  of  trade, 
but  there  is  no  other  method  availalde  to  them  under  ihe  law. 

The  tendencv  under  the  national  ]»ank  aei  was  always  toward  inllation.  f<Mr  the 
reason  that  a  ctouble  i>r<^t  was  made  by  the  bimks,  in  ihe  int^est  received  on  tbe 
c<dlateral  bonds  deposited  and  on  the  circulating  notes  outstanding,  no  restriction 
in  A'olume  being  effected  exc^t  by  the  paymwt  and  cancellation  of  Government 
bonds,  held  as  security. 

Under  the  Federal  reserve  act  this  anomaly  of  double  interest  is  couiined  to  the 
Federal  reserve  bank,  in  the  Federal  reserve  bank  notes,  which  they  are  allowed  to 
issue,  and  Gov.  Hardii^  will  hardly  contend  that  these  notes  are  not  secure,  or  that 
**the  elasticity  of  and  the  power  of  control  over  such  notes'  **  is  thereby  ^'diminished." ' 

The  Chairman.  If  there  is  nothing  further  at  this  time  the  committee  will  adjourn 
until  Monday  next,  October  17,  at  10.30  o'clock. 

(Whereupon,  at  1.10  o'clock  p.  m.,  the  OHnmittee  adjourned  until  Monday,  October 
17, 1921,  at  10.30  o'clock  a.  m.) 
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MONDAY,  OCTOBEB  17,  1921. 

United  States  Senate, 
Committee  on  Banking  and  ri'KiiKNCY. 

The  subcommittee  mot,  pursuant  to  adjournment,  at  10.80  o'clock  a.  m.,  in 
room  303,  Senate  Office  Building,  Senator  Samuel  M.  ^^i^f  1^^^^ 

Present:  Senators  Shortridge  (chairman  of  subcommittee),  Fletdwr,  tviass* 

^^The  C^OBMAN,  The  committee  will  come  to  order.  Tlie  committee  will  liear 
further  from  you,  Senator  Fletcher,  if  you  care  to  add  anything  to  what  has 

already  appeared.  .    „,  -  . 

Senator  Fletcher.  I  want  to  go  on  with  a  few  other  mattars.   1  Will  nrw 

ask  Mr,  Silver  to  make  a  statement 

STATEMENT  OF  MR.  GRAY  SILVER,  WASHINGTON  REPRESENTA- 
TIVE, AMERICAN  EARM  SlIBXAU  FEDERATION. 

Senator  Fletcher.  Mr.  Silver,  state  your  name,  resid^oce,  and  occui^tlon, 
Mr  Silver.  My  name  is  Gray  Silver,  a  West  Virginia  farmer,  and  I  am  tHe 
WashWon  rmresentative  of  the  American  Farm  Bureau  Federation. 

Senator  Fletcher.  What  is  the  nature  of  the  work  of  the  American  Farm 

Bureau  Federation?  nrii-K 
IMr.  Silver.  The  Farm  Bureau  is  a  voluntary  organization  of  farmers,  witn 

some  million  and  a  half  members; 

Senator  Futtchkb.  Mr,  Silver,  I  sent  to  you  two  lulls.  S.  620  and  S.  2183. 
which  the  subcommittee  Is  now  considering.  Have  you  had  tsme  to  examine 
those,  and  have  you  leached  any  conclusion  about  themV  If  so,  1  will  be  glad 
to  liave  von  state  it. 

Mr.  SILVER.  Yes,  Senator,  I  have  read  both  of  those  bills.  One  of  them  I  have 
studied  right  carefully.  I  do  not  know  them  by  number. 

Senator  Fletcher,  S.  620,  which  has  to  do  with  rediseouTitmg :  is  that  tt?  ^ 

Mr.  Silver.  That  one  appealed  particularly  to  me.  for  the  reason  liiat  agri- 
culture is  in  sore  distress  for  the  lack  of  suliicient  money  cretlits.  The  canvass- 
ing of  the  whole  country  during  the  war  time,  for  patriotic  purposes,  to  secure 
moneys  to  buy  Government  securities,  has  fine-tooth  combed  the  agricultural 
communities  and  districts  of  the  great  reserve  that  was  usually  thove  und  usimI 
for  the  purpose  of  <Hie  nei.L-hb<U'  tiiianc'utr  another,  tlie  way  ihey  help  eaeh  t*ther 
out  That  monev  has  l)een  carried  out  i)y  ( Htvernment  bond^>.  it  was  paid  over, 
and  went  into  (Jovernment  depositories.  The  Government  depositories  are  our 
national  l)anks,  which  are  city  banks. 

Following  that  process  of  gatherhig  in  this  money,  commo^ty  prices  broke. 
The  prices  that  the  farmer  would  ordinarily  jrt^t  for  liis  crop  were  not  forthcom- 
ing r'rops  were  s(tld  on  a  very  much  lower  basis.  So  the  nuuiey  was  not 
carried  back  to  the  rural  districts.  It  has  left  them  stripi)ed  of  money,  and 
In  a  deplorable  conditou  in  many  parts  of  the  country.  That  Is  one  of  the  things 
that  has  not  been  emphasized  and  has  not  been  talked  of.  A  great  many  of 
our  people  do  not  realhse  what  a  reverse  It  was,  and  how  the  money  Is  mtesed 

when  it  is  jrone.  *  ,     ,     •  ^  , 

But  the  main  thimr  is  that  agriculture  must  be  hnanced.  Agriculture  to-day 
does  not  have  the  opportunity  of  approaching  the  great  national  reservoirs  of 
money  and  credit  as  other  bu^nesses  do.  The  thing  must  be  done,  and  this 
Is  Cttie  of  the  methods  that  we  believe  will  be  helpful— to  enable  agriculture  to 
approach  the  national  reservoirs  of  moneys  and  credits  in  order  that  it  may 
properly  finance  itself;  otherwise  it  will  be  handicapped  in  carrying  on. 
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I  th[nk  that  these  furm  loan  hoiuls  should  be  eligible  for  rediscount  at  the 
national  hanks  and  at  the  Treasury. 

Senator  Fletcheb.  You  feel  tiiat  any  bank  of  the  Federal  resei-ve  system 
should  he  authorized  to  buy  or  sell  these  farra  loans  bonds  and  tluit  any  uiein- 
l)ei'  itaiik  of  tlie  system  may  acr-ept  time  drafts  ag:ainst  a  deposit  of  suoh  bonds 
as  security,  and  that  aceeptanets  of  a  member  bank  or  the  direct  obligation  of 
sueh  hank  matui'iug  w  ithin,  say,  90  days  

Mr.  Silver,  I  do. 

Senator  Fletcher  (continuing).  Ought  to  be  eligible  for  rediscount? 

Mr.  SiT.VEK.  I  do. 

Senator  Fr.KTrHKR.  The  effect  of  that  would  be  to  create  a  broader  market 
for  the  bonds,  Avouhl  it  not? 

^Ir.  SiL\EK.  It  would  create  a  broader  market  for  the  bonds;  hut  it  does 
more*  It  makes  the  farmer's  ordinary  credit  a  more  liquid  credit  and  enables 
liim  to  get  money,  enables  hhn  to  appoach  the  national  reservoirs  of  moneys 
and  credits  on  a  parity  Mith  other  fi'roups.  Other  iteojjlc  caii  issue  bonds  or 
other  fsecnrlties  and  sell  ihem.  Tliey  can  make  iheii-  bonds  in:»re  ]i(|;iid.  make 
llieir  cretlits  more  liquid,  and  wiiy  should  not  u  farmerV   Why  limit  the  farmer? 

Senator  Fletchsx.  I  understand  the  Farm  Loan  Board,  jud^iing  from  its 
experience  and  observation  and  practice,  has  about  reached  the  conclusion  that 
the  limit  oi  the  sale  of  farm  loan  luMids  hi  a  year,  or  the  public  absorption  of 
these  bonds,  will  not  exceefl  $200,(MM).n;»0.  say — probably  $150,000,000.  From 
your  study  of  the  conditions  and  the  needs  of  agriculture,  do  you  think  that  is 
a  sufficient  supply? 

Mr.  Silver.  It  is  wholly  inadequate.  That  amount  of  money  will  not  refund* 
the  exlstintr  indebtedness,   Accordinjj  to  the  last  census  of  farms  occupied  by 

the  owriers  there  ai'e  some  four  billion  and  a  quarter — nsinj;  round  numlws — of 
outstaiMlin^  mortua.sres.  If  the  same  rate  oi*  indebtedness  ap]>lied  to  tenanted 
farms,  there  is  between  six  and  seven  billion  dollars  of  existing  farm  indebted- 
tiess.  I  am  talking  of  long-time  mortgages.  It  would  take  at  the  rate  of 
$1,000,000  a  day  for  20  years  to  refund  esdsting  mortgages  wltliout  getting  a 
new  dolhn'  of  money  for  farm  morttra?:e  purposes. 

( 'oiisevpiently.  whenever  tlie  Farm  Lctan  l>oard  is  funetiouin.ir  at  a  rate  less 
than  a  million  a  day  it  is  not  keepiiiu'  up  with  current  ne<Hls  in  refundins:  the 
existing  loans.  I  do  not  mean  to  say  there  that  every  loan  a  larmer  nets 
is  going  to  be  a  farm  loan  accommodation  from  the  Farm  I^an  B4»ard.  But, 
as  tl:e  conntry  has  been  stripped,  as  I  said  a  m!!!uie  ajro,  of  the  great  reserve 
whi(  h  it  itrdinariiy  fell  track  u.pon,  and  as  tlie  hank  of  dejios  t  ean  not  he  ex- 
l)ccT  (i  to  loan  from  its  <'nrrent  (lejxisirs  uu  tluse  2.')  (»r  .*>."  ;.ear  loans.  Ihe  fai'm 
loa:^  hank  is  the  only  place  the  farmer  has  t:»  go  to  gi't  haig-time  money  when 
he  is?  called. 

M'hat  happens  when  he  is  called  and  can  not  get  it  there?   He  is  held  up 

and  distressed,  as  is  shoAvn  by  a  recent  referendum  of  ours ;  for  tens  <»f  tlumsands 
of  farmers  have  paid  fr(>m  6  to  10  per  cent  for  money,  and  from  2  to  10  per  cent 
brokerap:e  on  top  of  that.  When  they  can  not  p:et  it  throu.^h  the  re*i:ular  Gov- 
ernment agency — the  agency  that  was  intended  to  acconnuodate  them  when 
fnnds  were  needed — ^then  they  are  at  the  mercy  of  these  unscmpulous  farm  loan 
sharks,  and  they  do  take  an  unmerciful  toll. 

S^^nntor  Fletchkr.  How  much  do  you  feel  that  the  farm  loan  banks,  through 
tiie  supervision  of  the  Farm  Loan  Board,  ought  to  supply  to  the  farmers  of  tlie 
c<^untry? 

Mr.  Silver.  That  might  be  a  little  hard  to  say. 

Senator  Futtcher.  I  mean,  how  much  do  you  Uilnk  would  approach  the  actual 

re(|nirements  of  agriculture?  How  much  a  month  do  you  fiKute  ought  really  to 
be  loaned  in  order  to  make  the  system  reasonably  effective? 

;Mr.  Sii  VKK.  It  oujrht  to  he  based  on  the  ligures  we  have,  of  a  million  a  day  and 
up,  rather  than  anything  less. 

Senator  Fletcher.  That  would  be  $865,000,000  a  year. 

Mr.  Silver,  Yes,  and  further  if  I  am  right — and  the  gentlemen  of  the  board 
will  correct  me  if  I  am  iiot  riirhr — drrii!;^-  the  saU^  of  the  $40,0(H>.000  l)ond  issue 
one  bank  had  applications  approximatin.ir  $40,0(»0,(MM).  Is  that  rij^htV  If  lliat 
be  true — that  1  ol  the  12  banks  asked  for  as  much  money  dnrin.ir  that  thne  as 
tlie  -whole  12  were  getting — it  shows  the  insufficiency  of  the  supi>ly  throu^^li 
that  channel. 

The  Chaibmak.  Was  thare  a  Jsuif^  for  the  forty  miHkms? 


SALE  OF  PAEM  LOAN  BONDS.  45 

Mr.  SiLVEB.  Senator,  there  is  a  maiicet  at  the  market  price.  The  bonds  mav 
liave  paid  a  little  tsoo  low  a  rate  of  interest,  but  it  is  better  to  have  a  little 

lujrher  priet-d  money  than  not  to  have  money.    Farmers  had  better  have  paid 

0  and  Tii  per  cent  than  to  pay  6  to  10  plus  2  to  10  i)er  c^nt  ronunisNiiui.  In  <»ther 
words,  that  money  <'Ost  15  to  2(»  per  eeiit  to  the  farnuTs  thai  were  In  distress. 

1  do  not  mean  that  every  bank  canceled  its  loan  and  made  him  pav,  beeause  the 
country  banks  carried  the  loans  at  the  same  rate.  But  the  money  he  has  had 
to  buy  now  cost  IT)  to  20  per  cent;  and  for  this  reamu  they  had  better  have 
paid  :i\  Uian  lo  to  20. 

^\'hen  we  talk  about  the  question,  is  there  a  market,  it  is  a  relative  proposi- 
sition;  there  is  a  market  at  some  price  and  there  may  not  be  at  an(»rher  in  ice. 

The  Ghaibican.  How  about  the  marlcet  for  these  bonds  now,  of  sixty  miUiou? 
Are  you  advised  as  to  that? 

?lr.  Sit  vi:r.  No;  I  am  not.  The  board  is  here  and  can  give  the  exact  flguies. 
Bur  nu>ui'y  is  somewhat  easier. 

Senator  Flktchkk.  Coming  vi^ht  down  to  the  point,  in  order  to  raise  this 
supply  of  money— in  order  to  tind  this  money  for  the  farmers— we  liave  got  to 
find  a  market  for  the  bonds,  have  we  not? 

'Slw  SiLVKR.  Orta:nly  :  there  is  no  other  way  to  Kolve  it. 

S^Miator  Flktchkr.  So  the  problem  resolves  itself  into  a  problem  of  broadening 
the  market  and  increasinjr  tlie  demand  for  the  farm  loan  bond*  does  it  not? 
l^lr.  SiLVEB.  There  is  no  question  about  it 

Senator  ForroHEB.  Because  it  is  the  proceeds  of  those  bonds  that  so  to  the 
farmers  through  this  system? 

Mr.  Silver.  It  is  the  proceeds  of  those  bonds  that  will  Iceep  a  large  part  of  the 
2,O0O.OtK»  farmers  v>ho  vrould  be  baidvruiit  if  ?  (inidation  w^'i-e  enfomM  from 
actuaUy  going  into  bankruptcy  and  not  hein^  able  to  carry  on,  for  bv  that  proc- 
ess th^r  will  be  able  to  amortize  their  loans  and  pay  them  off  in  wliat  ouuht 
to  be  much  better  years  to  cvmie. 

S^ator  Gr^ss.  Are  you  familiar^  Mr.  Silver,  with  what  is  Imown  as  the 
acceptance  system  in  bankinj;? 

Mr.  Sn.\  KK.  I  ;im  a  farmer,  hni  I  know  something  about  it.   1  am  net  a  banker. 

Senator  Gi.Ass.  It  does  ru>t  exist  in  any  other  country  as  it  exists  in  this 
country,  and  I  wondered  whether  you  were  familiar  with  it.  You  uilvocute  the 
provision  in  this  bill  for  acceptances? 

Mr,  Stt.vkr.  Yes. 

Senator  (Jj-ass.  Y<m  know  that  means  borrowing  without  any  reserve  at  all 
behind  the  transaction,  it  means  28.000  bankers  selling  their  indorsenu^Mt<  to 
anybody  who  comes  along  without  holding  any  reserve  behind  the  transaction. 
I  wondered  if  you  were  familiar  with  it 

Mr.  Silver.  I  am  not  testif^hig  as  an  expert  in  banking,  but  I  am  testifying 
to  tlie  fact  that  the  farmers  do  not  have  the  opportunitv  of  approaching  the 
national  reservoirs  of  moneys  and  credits  as  they  should  l)e  entitled  to  and  to 
which  other  groups  are  entitled.  And  anything  that  broadens  that  approacli, 
ttiat  will  aiable  farmers  In  this  distress— and  that  distress  is  greater  at  this 
time  than  it  has  ever  been  h^tofore,  at  ieai^  to  my  recoUection,  for  the  con- 
ditions tliat  exis;t  make  it  so— unless  that  is  done  we  can  not  return  to  any 
permanent  ))rosi)erity.  fm-  the  farmer  cnn  not  carry  on  with  the  present  limifea 
in  linaucing,  and  in  addition  all  industry  *^H.joys  thi'  bank  and  trade  a'-<"c|>tan'-e 
method  of  banking,  why  not  the  larmer,  for  he  has  the  highest  class  self-Uouidat- 
ing  security  to  he  found. 

Senator  Glass.  Why  do  you  say,  Mr.  Silver,  that  the  formers  have  not  the 
same  avenues  of  approach  to  credits  that  anybody  else  has  now? 

Mr.  Smi:R.  If  the  ordinary  farmer  had  the  opportunity  of  other  groups  he 
would  get  money  that  to-day  he  is  denied. 

S^ator  GiAss.  Why?  What  I  am  trying  to  arrive  at  is  wliv  has  he  not  the 
same  nccess  that  any  other  industry  has  to  the  credits  of  the  country? 

Mr.  Stta  ku.  ^rhe  (^on^rress  of  the  United  States  has  fiot  seen  fit  to  give  him 
that  instrnnu'iit  by  which  he  may  approach. 

Senator  Glass.  1  have  been  under  the  impression  tliat  thev  liave  a  more  ad- 
vantageous access  than  anybody  else.  The  law  certainly  does  not  textuallv  dis- 
criminate  against  farmers;  on  the  contrary,  it  textuaUy  discriminates  in  favor 
of  the  f rmers.  I  see  Mr.  Lever  sitttmt  ttere.  He  was  largelv  responsible  for 
an  amendment  to  the  Federal  reserve  act  that  gives  farmers  six  months'  credit 
as  against  90  days*  credit  for  ordinary  mercantile  or  industrial  ti-ansactions. 
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Mr.  Silver.  Tbat  was  a  splendid  feature,  and  I  atn  not  here  to  find  fault  with 

or  criticize  it,  nor  am  I  liere  to  try  and  pull  down  the  Federal  reserve  or  other 
institutions  that  may  be  sei*ving  our  farmers.  But  I  am  hero  to  urge  that  the 
farmer  have  an  approach  equal  to  aijy  other  group  to  the  national  reservoirs 
Of  money  and  credit 

The  Federal  €U>vemma)t  in  its  Oonstitntion  reserves  to  the  Government  the 
right  to  the  production  (^f  money — not  to  the  individual,  but  the  Government 
reserve*^  that  riirht.  Then  it  provides,  under  certaiu  rules  and  regulations  in 
accordance  with  law,  a  method  for  certain  gx'oups  of  people  as  a  whole  to  ap- 
proach that  money. 

Senator  Giass.  What  I  am  trying  to  get  at  is  in  what  particular  and  at  what 
point  is  the  fanner  excluded.  A  moment  ago  I  cited  the  fact  that  a  furmer  ha» 
six  months'  credit  undar  the  Fed^al  Fe»^e  system. 

Mr.  Silver.  Yes. 

Senator  Glass.  As  against  90  days  for  merca&^e  transactions  or  industrial 
transactions. 
Mr.  SxLVEB.  Yes. 

Senator  Gi.ass.  Congress  two  or  three  months  ago  passed  an  act  doing  some- 
thing that  had  never  l^'on  heard  of  before  in  the  whole  history  of  American 
banking.  It  autliorized  the  Secretary  of  the  Treasury  to  deposit  not  exceed- 
ing $50,000,000  at  any  one  time  in  the  Federal  farm-loan  banks. 

Mr.  SiLvm.  As  working  capital. 

Senator  Giass.  No ;  to  be  loaned  to  farmers  on  their  evidence  of  indebted- 
ness. There  is  not  any  merchant  or  manufacturer  in  the  United  States  who 
may  obtain  accommodation  of  that  sort. 

Mr.  SiLVEE.  Just  a  minute,  Senator.  The  farmer  has  no  approach  except 
through  his  local  banMng  institution.  He  is  not  known  away  from  there.  Let 
me  give  yon  an  illiurtration  of  that  Within  recent  months^  not  many  months 
since,  a  farmer  over  in  the  Valley  of  Virginia,  65  or  70  miles  from  here,  who  is 
a  dairyman  and  ships  milk  to  this  city,  needed  some  $5,000.  The  break  in 
price  had  gotten  him  in  the  financial  situation  that  lots  of  us  are  in,  that 
he  needed  money.  He  needed  some  $5,000.  The  man  is  not  a  poor  man,  as  we 
usually  use  the  term,  nor  is  he  rich  as  we  refer  to  it  in  the  city.  Since  defla- 
tion he  is  worth  around  $150,000.  He  owed  $27,000  on  his  lands.  He  needed 
$5,000.  The  local  bank  could  not  accommodate  him,  for  they  had  loaned  up 
to  their  loaning  limit  under  tlieir  capitalization  and  deposits.  They  could  not 
give  further  accommodations. 

EEe  came  over  here  and  I  took  him  to  one  of  the  largest  banks  in  this  town, 
and  they  frankly  said,  after  having  the  situation  explained,  listening  patiently 
and  courteously — they  were  mighty  nice  to  us  in  ev<'ry  way,  except  that  they 
did  not  give  us  the  money — they  said,  *'  No  doubt  that  is  a  good  loan,  but  we 
do  not  want  a  farm  account  here ;  it  is  too  slow  pay," 

Senator  FtcrcHEB.  Is  not  the  answer  to  the  Senator's  question  really  this, 
that  xmder  the  commercial  banking  system,  and  our  system  is  primarily  a 
commercial  banking  system,  the  banks  can  not  afford  to  tie  up  their  loans  on  long 
time?  The  farmer  needs  long-time  accommodation.  Is  not  that  the  reason 
why? 

Mr.  Sii<vi3K.  That  is  true,  but  there  is  more  to  it 

Senator  Giass.  My  objection,  if  I  shall  ultimately  object  to  this  bill,  is  that 
is  exactly  what  you  are  proposing — to  tie  up  their  loans  on  long-time  col- 
lates 1.  In  other  words,  you  ar(»  i>r(>posing  to  connect  up  a  commercial  bank- 
ing system  with  an  investment  banking  system. 

Senator  Fletcher.  Through  the  liquid  assets  of  the  farmer  in  the  shape  of 
bonds. 

Senator  Giuu»8.  I  have  never  bem  taimht  that  bonds  were  liquid  assets  as 

collateral. 

Senator  Fletcher.  We  won't  argue  the  case  now.  If  we  get  into  an  argu- 
ment, we  will  never  get  through  witli  the  hearing.  I  would  like  to  get  the 
statements  in  first,  and  then  we  will  argue  it  afterwards. 

Mr,  SXLTSB.  What  I  am  trying  to  bring  out  is  that  this  farmer,  to  whom  I 
have  referred,  had  actual  security  at  home,  collateral  of  his  kind.  He  could 
not  carry  it  around  and  sell  it  to  other  people.  I  took  that  same  man  over  to 
Baltimore.  We  ai^proached  one  of  the  larger  banks  there,  and  with  just  the 
same  result  as  we  had  here— "I  have  no  doubt  it  is  a  good  loan,  but  we  do  not 
want  farm  accounts."  Why  1  Because  th^  are  too  slow ;  they  do  not  come  back. 

Senator  Glass,  Right  there  let  me  ask  you:  You  Ismm  this  bill  will  not 
induce  the  banks  to  take  a  farm  account? 
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Mr.  Silver.  If  they  have  a  broader  use  of  these  farm  loan  bonds,  more  farmers 
will  have  money  through  that  channeL 

Senator  Glass.  How? 

The  Chairman.  I  do  not  get  that. 

Senator  Glass.  Tliey  have  got  to  get  it  from  the  local  bank. 

Mr.  SiLVEK.  If  it  was  so  all  banks  could  trade  in  these  bonds,  if  it  was  so  a 
city  bank  could  purchase  them  from  a  local  bank  or  some  other  bank,  they 
woTdd  be  acc^ted  in  a  city  bank.  But  the  man  can  not  bring  his  farm  down 
I*  here.  He  can,  however,  bring  the  bond  down  here,  by  the  agaicies  the  Govern- 
ment lias  set  up.  And  if  it  is  made  so  it  can  be  eligible  for  rediscount,  it  is  an 
iustrumeut  he  can  use,  reprt\seuting  the  farm,  and  makes  it  more  liquid. 

Senator  Fictcheb.  It  is  circulating  notes  on  it. 
4  Mr.  Sn^VEB.  It  makes  it  a  more  liquid  asset  and  he  can  carry  it  through  the 

agencies  to  the  place  where  mone.^  exists  and  compete  with  the  other  pe^e  ttiat 
buy  tlie  money,  such  as  the  manufacturer  and  others. 

The  CHAiKiiAx.  It  may  call  for  rei)etition,  but  just  wherein  is  the  farmer  at 
a  disadvantage?    You  used  that  word. 

Mr.  Silver.  Yes. 

The  Chairman.  Where  is  he  at  a  disadvantage  in  approaching  a  given  bank 

to  get  a  loan?  Jnst  wherein  is  he  at  a  disadvantage? 

Mr.  SiLVEii.  I  will  repeat  to  some  extent,  and  I  will  use  the  farmer  that  I 
carried  from  liome  down  here.  Then  on  the  other  hand  we  lake  the  packers 
or  some  recognized  group — they  would  have  issued  their  note.  Our  friend 
Wanamaker,  of  Philadelphiat  or  some  other  merchant,  would  have  issued  notes 
or  bonds  and  sold  them  on  the  open  market.  The  farmer  can  not  do  that  except 
through  this  agency  which  yon  provide.  The  merchant  is  provided  with  an  in- 
strument by  whicli  he  can  do  that.  Tliey  can  approacli  the  national  reservoirs 
of  moneys  and  credits  in  a  way  that  llic  farmer  can  not  but  sould  be  allowed 
to  do. 

This  is  one  of  the  things  that  will  allow  him  wider  approach  to  the  mmf^B 
other  tlmn  those  tbat  are  in  his  local  bank.  Keep  in  mind  the  local  bank 
often  loans  up  to  its  maxinnnn  under  the  law,  and  wlien  the  farmer  can  no 
longer  get  accommodation  there  he  is  denied  accoumiodation  anywhere  and 
everywhere  in  the  way  of  an  approach  to  money,  for  there  is  no  other  metliod  of 
approach  provided. 

Senator  CU.ass.  If  a  bank  has  loaned  to  its  maxiiaum,  how  can  it  loan  any 
more  money  to  a  farmer,  a  manufacturer,  a  merchant,  or  anybody  else? 

Air.  Six-XKU.  I  grant  you  that.  But  the  other  fellow — the  manufacturer  or  the 
merchant,  as  I  illustrate,  can  issue  his  notes  or  bonds  and  sell  them  in  the 
open  market.  The  farmer  can  not. 

Senator  Glass.  Yes;  he  can.   Why  can  he  not? 
^  Mr.  Silver.  The  farmer  as  an  individual  is  too  small.    But  when  you  use 

him  collectively  his  paper  is  not  eligible  for  disccmnt.  Wanamaker's  note 
would  be  eligible  for  discount  through  some  other  bank,  but  the  farmer  can  not 
do  that  As  it  now  stands  the  purpose  of  this  bill  is  to  make  it  possible. 

Senator  Fi-btcheb.  Beotuse  the  farmt^'s  paper  is  not  considered  commer^al 
*'  paper. 

Senator  Glass.  The  farmer's  paper  is  commercial  paper:  and,  as  a  matter 
of  fact,  hundreds  of  millions  of  dollars  are  loaned  every  year  by  member  banks 
on  farmers*  commercial  paper. 

'Mr.  SiLVEB,  In  tlic  local  banks  the  farmer  can  go  in  and  get  accommodation 
for  00  days,  and  the  bank  ioiows  and  the  fanner  knows  that  no  crop  can  mature 
in  that  time. 

Senator  Glass.  He  can  go  in  not  for  90  days  but  for  six  months. 

Mr.  Silver.  By  law  he  can,  but  in  practice  he  gets  90  days.  The  Federal 
reserve  law  does  provide  for  six  months,  and  to  some  extent  it  is  used,  but  tiie 
local  banks  as  a  rule  make  it  00  days,  and  at  least  four  months  is  the  limit 
They  do  not  locally  grant  the  six  months  credit  to  which  you  refer,  although 
the  law  provides  for  it.  But  when  a  farmer  goes  in  there  the  local  bank 
knows  and  the  farmer  knows  that  there  is  no  crop  maturing  in  90  days  to 
liquidate  that  indebtedness.  That  is  the  understanding  between  them.  ^  But 
when  you  go  to  borrow  from  the  city  bank  it  has  no  such  fiiitt  In  the  local 
man.  It  don't  know  him.  and  he  does  not  get  that  accommodation;  he  goes 
w  ithout  money,  for  he  does  not  have  tliat  instrument  of  approaching  the  imt^onftl 
reservoirs  of  moneys  and  credits. 
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II  i.s  reflected  in  niaiiy  ways.  It  is  retlei'ted  :n  the  t'ariu  loan  Itself.  The  maxi- 
mum loan  that  can  be  made  under  the  Federal  faria  loan  act  is  $10,000  to  any 
Individual.  Why  put  a  maximum  on  the  farmer  and  put  it  on  no  other? 

The  Chairman.  Because  you  want  to  loan  to  a  great  many  small  farmers  and 
help  out  the  many  rather  than  the  few. 

Mr.  SiLvi-^.  That  does  not  finance  agriculture. 

Senator  Glass.  You  know,  of  course,  that  a  limitation  is  put  0©  the  other 
ones. 

Mr.  SiLVSs.  The  limitation  of  securities— of  coUateraL 

Senator  Glass.  I  can  not  go  to  an^  bank  amd  make  a  loan  tttat  exeeeds  10 

per  cent  of  its  capital. 

Mr.  SiLVKR.  No ;  but  that  is  approached  in  another  way*  That  is  your  pro- 
portionate part  

Senator  Glass.  And  so  Is  this. 

Mr.  Silver.  Wait  a  minute. 

Senator  Glass.  That  is  the  vei*y  point. 

Mr.  SiLVEij.  Wait  a  niiniite.  You  couh]  uo  to  any  l>aiik  and  get  10  per  cent 
after  haviuo;  gotten  10  per  cent  at  one  Itank  you  c<tuld  ^et  10  per  cent  at  as 
many  other  banks  as  you  could  furnish  with  proper  collateral.  But  it  could  not 
be  done  in  the  case  of  a  loan  on  a  farm,  because  that  is  the  maximum  loan  under 
the  system.  It  is  a  question  of  the  availability  of  money  in  the  different  banks. 

Senator  Glass.  I'nder  a  jrood  banking  system  I  (-(aild  not  go  to  any  other 
bank,  not  if  the  bank  at  which  1  hud  hoi  rov.ed  tlie  limit  luiew  anything  about  it 

Mr.  Silver.  You  will  admit  it  is  often  done,  isn't  it? 

Senator  Glass.  I  admit  that  banks  often  breaks  and  they  break  because  of 
unsound  practices  like  that    In  Canada  the  banks  there  require  you  at  the 

beginning  of  your  fiscal  year  to  state  what  your  requirements  will  be  and 
what  you  are  going  to  do  with  the  money  during  the  year,  and  you  are  not 
permitted  to  keep  an  account  with  any  other  bank. 

Mr.  Silver.  But  is  not  the  practice  here  that  nt>  matter  what  is  borrowed 
at  some  bank,  If  I  go  into  some  other  bank,  talking  about  the  ordinary  business 
transactions,  and  hnve  ample  collateral.  I  get  a  loan.  They  do  n(»t  ask  me 
how  much  I  have  borrowed  at  ii;y  home  bank.  They  say.  'MVhat  kind  of 
security  have  you  got  to  secure  me  with/'  and  if  I  eau  produce  collateral  that 
is  satisfactory  they  don't  give  a  •  kitty  "  what  else  I  ha\e  borrowed.  They 
are  protected  themselves^  with  my  d^K>^t  of  collateral. 

Senatw  Oz^sa  Of  codrse  that  is  l^uid  collateral  on  which  the  bank  makes 
the  loan. 

^Ir.  Silver.  And  that  is  what  we  want — to  make  the  farmers  assets  more 
liquid. 

Senator  FLErrcHm  Have  you  had  occasion  to  examine  S.  2183?  I  would  ask 
particularly  whether  or  not  you  think  it  is  advisable  to  have  the  Secretary  of 
Agriculture  an  ex-officio  member  of  this  board,  or  in  some  way  to  have  the 
Department  of  Agriculture  directly  related  to  the  woi-k? 

Mr.  Silver.  I  think  that  it  can  not  be  too  directly  connected.  I  think  that 
the  farm-loan  banking  system  is  purely  agricultural  banking,  and  that  it  should 
be  as  close  to  agriculture  as  it  can  be.  However,  I  am  not  of  the  opinion  that 
it  would  be  necessary  to  change  the  number  of  the  board  at  ttiis  time.  I  am 
looking  forward  not  only  to  a  greater  volume  of  business,  but  a  freer  action  on 
the  part  of  the  board,  which  would  take  more  people,  more  personnel.  T  liope 
that  one  of  these  days  Congress  will  think  well  enough  of  it  to  pnss  the 
commodity  loan  bill,  which  is  offered  by  Senator  Keuyon  and,  I  think,  others; 
Oiere  are  several  of  then^to  create  as  a  part  of  the  banking  syst^  a  depart- 
ment or  bureau  providing  for  these  commodity  loans ;  that  is,  the  warehouse- 
receipt  arrangement.    And  you  will  need  a  good,  strong  bo:)rd  there. 

So  I  do  not  feel  that  it  ought  to  he  reduced.  Wliile  the  board  has  not 
functioned  as  freely  as  we  would  have  liked  to  have  it,  I  do  not  feel  that  it  is 
aU  their  fault  I  feel,  in  the  first  place,  that  they  had  to  start  and  get  under 
way.  get  thrfr  system  established.  Then  the  tax-exemption  feature  was  eon- 
tested  in  the  courts.  Then  moneys  were  high  priced.  I  realize  that  all  of  these 
things  had  to  In^  worl;ed  out.  For  that  reason  I  am  for  giving  them  a  chance 
by  giving  them  lawful  authority  and  all  needed  equipment  and  holding  them  to 
Strict  accountability  as  to  the  administration. 

In  other  words,  it  is  an  agricultural  banking  system  and  must  be  as  close  to 
agriculture  as  it  can  be.  It  must  know  not  just  the  echoes  but  must  know. the 
heartbeats  of  agriculture  if  it  is  going  to  serve  agriculture.  How  best  to  tie 
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that  up,  if  it  needs  closer  tying  up,  at  tlie  present  time  I  do  not  have  in  mind. 
But  it  nmst  function  so  that  it  serves  agriculture,  and  to  do  so  must  be  close  to  it. 

Senator  Fi^ExcHKit.  Your  view,  then,  is  that  if  they  manage  to  find  a  way  to 
loan  farmers  as  much  as  a  million  dollars  a  day,  and  if  they  have  this  com- 
niiMlity  loan  plan  added  to  tbe^  duties  

Mr.  Silver.  Yes. 

Senator  Fletcher  (continuing).  That  the  membership  of  the  board  now  is 
not  too  large,  if  that  is  done? 
Mr.  Silver.  That  is  my  b^ef. 

Senator  Flbtcheb.  If  that  is  not  done,  if  they  go  on  functioning  to  the  extent 
of  loaning  only,  say.  $150,000,000  a  year,  Is  not  the  overhead  rather  heavy? 

Mr.  SiLVKK.  If  that  is  to  he  their  limit  the  farmer  will  have  to  look  elsewhere 
for  iinnncing,  and  consequently  it  will  not  be  of  the  great  service  to  agriculture 
that  we  people  who  advocated  its  passage  hoped  it  would  be.  It  must  functl<m 
in  greater  volume  than  $150^000,000  if  It  is  to  sefjre  wkxObm  witb  Img-tiiM 
moneys. 

Senator  Fi.i  tchek.  AikI  the  v^  ork  of  the  hoard,  systematized  as  it  is  

Mr.  SiLVEK  (interixising).  The  work  of  the  board  depends  on  the  volume  of 
business.  If  they  are  going  to  loan  a  lot  more  money  there  is  going  to  be  a 
great  amount  of  work  to  be  done.  If  they  are  going  to  loan  less*  it  will  take 
less  people  to  do  it. 

Senator  Fletcher.  That  is  all;  thank  you. 

:Mr.  LoHDEiJu  Mr.  Silvey,  h&ve  you  ^ny  Idea  -of  the  work  that  the  board 
actually  does? 

Mr.  Silver.  No;  I  was  not  discussing  that   I  was  just  expressing  my  belief 
from  what  information  I  had. 
The  CHAiBVAir«  That  is  all.  BCr.  Sttver* 

STATEMENT  OF  MR.  CHARLES  E.  LOBBELL,  IiEDEBAIi  FARM  LOAN 
COMMISSIONER  AND  EXECUTIVE  OFFICER,  FEDEBAIi  FABM 
LOAN  BITREAV. 

Senator  Fletcher.  Mr.  Lobdell,  you  are  chairman  of  the  Farm  Loan  Board? 
Mr.  Lobdell.  Farm  loan  commissioner  and  executive  officer.   The  Secretary 
of  the  Treasury  is  chairman  ex  officio. 
Senator  Fxktcheb.  How  long  have  yon  had  that  positicm? 
Mr.  LcmnELL.  Shice  April, 

Senator  Fletcher.  Do  yon  remember  when  that  suit  was  commenced? 
Mr.  Lobdell.  July,  1919.   Smith  v.  Title  Co.  is  the  suit  you  refer  to? 
Senator  Fletcher.  Yes. 
Mr.  Lobdell.  July,  1919. 

The  Chaibuan.  When  did  yon  say  it  was  comm^iced? 

Mr.  LoBDKLL.  It  was  instituted  in  Missonri  in  Jnly,  1919.    That  .is  my 

recollection, -and  I  tliink  it  is  accurate. 
Senator  FLETCHsa.  It  was  decided  by  the  Supreme  Court  in  February  of  1921,  / 

was  it  not? 

Mr.  LoBDEix.  February  28  of  the  present  ywr,  yes;  the  last  day  of  February. 
Senator  Fi^tcheb.  Were  yoU  pracdeally  tied  up  with  all  yovir  q^rations  firom 

the  time  it  was  commenced  until  February  of  this  year? 

:Mr.  LoRDELL.  No,  sir.  Just  prior  to  the  institution  of  the  suit  the  Federal 
farm  loan  banks  had  sold  something  around  56  millions  of  bonds,  and  the 
proceeds  of  these  bonds  were  available. 

Senator  Fubtchbb.  What  did  you  do ;  you  did  not  sell  any  more  bonds  after 
that  suit  was  commenced,  did  yoo? 

Mr.  Lobdell.  No,  sir. 

Senator  Fletchkr.  You  closed  up  the  loans  then  pending?,  did  you? 

Mr.  Lobdell.  As  far  as  we  could ;  yes,  sir.  As  you  recall,  Congress  authorised 
some  additional  purchases  by  the  Treasury. 

Senator  Featchee.  Did  yon  make  any  loans,  actually  make  any  loans ;  and'  if 
flo^  to  what  extent,  if  yon  reeaU,  ttom  12ie  time  the  suit  ms  eanoitNiced  imt&  It 
-was  decided? 

Mr.  Lobdell.  Senator,  that  would  be  rather  an  estimate,  but  ai^roximatel>' 
one  hundred  millions. 

Senator  Wixrcawat.  Were  the  banks  kept  occupied  with  work  during  that  time? 


72171—21  4 


50 


SALE  OP  FARM  LOAN  BOKDS 


Mr.  LoBDELL.  The  banks  were  kept  occupied  with  work.  Autieipatiug  au 
earlier  decision,  we  did  not  slow  down  as  soon  as  we  evidently  sbould  have 
done.  The  hanks  were  kept  occupied  with  work  until  the  spring  of  1920,  when 
the  Supreme  Court,  which  had  had  the  matter  under  consideration  for  some 
time,  recessed,  and  ordered  a  renrirnnient  in  tlie  nntunni  of  1920. 

At  that  time  tliey  discontinued  taking  applications  altojjether;  in  fact,  shortly 
before  that,  in  February  of  1920,  they  had  discontinued  taking  them  except 
sobject  to  dosing  after  favorable  dec  sion.  After  that  adjoummmt  or  post^ 
praement  of  the  case  they  took  no  applications  at  all. 

Senator  Fi.etcher.  Tlie  Supreme  Court  finally  upheld  the  validity,  or  the 
constitutionality,  of  the  act  V 

Mr.  LoBDELL,  Entirely  so. 

Senator  Fletcher,  In  all  its  essential  features? 
Mr.  LoBDEix.  Yes,  sir. 

Senator  Fletcher.  Then  what  did  you  do;  what  did  tiie  board  do? 

Mr.  LoBDELL.  Tlie  hoard  in  the  meantime,  and  about  the  same  <late.  ix^rhaps 
two  ov  tliree  days  later — when  the  Senate  passed  an  act  enabling  the  bonds  to 
be  changed  so  that  the  call  date  could  be  extended — immediately  had  new  bonds 
printed  or  eDgrayed,  and  made  t3ie  <rffei1ng  of  $40,000,000,  of  which  some  mentimi 
has  been  made  here. 

Senator  BYetcher.  Was  it  necessary  to  change  all  the  plates? 

Mr.  LoBDELr.  Yes.  sir. 

Senator  Fletcher.  And  have  a  new  print  entirely? 

Mr.  IjOBDklu  Tes,  sir. 

Senator  Puetcheb,  On  account  <rf  ^ie- — • 

Mr,  LoBDELL.  Change  in  the  call  date. 

Senator  Flet(  hek.  On  account  of  the  change  in  the  call  date? 

Mr.  LoBDExx.  Yes,  sir. 

Senator  Fletcher.  From  what  time? 

Mr.  LoBPEix.  From  a  5-year  to  a  10-year  call. 

Sraator  FxjETCHis.  !niat  was  the  main  reason  for  ^e  cbatts^  of  the  platee» 

was  it? 

^Ir.  LoBUELL.  That  was  the  only  reason  for  the  change  of  the  plates.  Of 
.  course,  new  bonds  would  liave  hud  to  be  printed  anyway.  But  tlie  change  in 
the  plates  involved  something  like  a  month's  additicmal  delay. 

Senator  Fletcher.  You  got  those  bonds  on  the  marlcet  when? 

Mr.  LoBDETx.  The  delivery  of  those  bonds  was  made  on  the  1st  of  May;  the 
sale  and  delivery  on  the  1st  of  May. 

Senator  Fletcher.  Tlie  1st  of  May? 

Mr.  LoBDELL.  Y^,  sir. 

Senator  Fletcher.  They  are  dated  the  1st  of  May? 

Mr.  LoBDKLL.  Yes.  sir;  they  are  dated  May  1. 

Senator  Flktchek.  Were  they  actually  taken  by  that  time? 

Mr.  LoRDELL.  Not  the  total  amount,  but  the  sale  beiian  on  the  18th  of  April, 
and  a  substantial  volume  had  been  absorbetl  and  delivered  on  the  1st  day  of 
May. 

Senator  Fletcher.  When  was  the  wh<^  delivery  complete,  the  wlude  anumnt 
tal^en,  if  you  recall? 

Mr.  T>oTii)KLL,  Approximately  the  20th  of  June.  I  would  not  venture  the  exact 
date,  Senator. 

Senator  Fletcher.  That  is,  the  whole  40,000,000? 

Mr.  LoBDELL.  Yes^  sir. 

Senator  Fletchke.  Do  jfm  vemmktm  the  a^regate  amount  of  appUeations 

then  on  hand? 
Mr.  LoBDELL.  On  the  30th  of  June? 
Senator  Fletcher.  Yes. 
Mr.  IxMBDBZx.  No;  I  do  not 

Senator  Fletcher.  I  wonder  If  you  have  %ure8  to  show  that? 

IVIr.  LoBDETX.  Yes. 

Senat<»r  FLETeHER.  The  nfr^rejrate  amount  of  applications  for  loans  throng 
the  different  banks,  on  the  30th  of  June? 
Mn  JjfmasLL.  Yes;  I  could  supply  that 
Senator  Puetcher.  I  would  like  to  get  that. 
Mr.  LoBDELL.  Shall  I  supply  that  and  let  it  go  in  the  record? 
Senator  Fletcher.  Yes ;  I  would  like  to  have  that 
Mr,  LoBDELL.  Very  welL 
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The  Chairman.  Do  you  mean  that  on  the  30th  of  Jane  you  had  db^osed  of 

the  forty  millions  of  bonds? 
Mr.  LoBDELL.  Yes. 

Smator  Fletcher.  Also  can  yon  tell  us  now  the  aggregate  amount  of  loans 
to  farmers,  from  February  to  date,  practically  to  date,  to  the  end  of  S^tsember. 

Mr.  LoBDELL.  No.  I  could  give  a  pretty  close  approximatkm.  Senator.  To 
the  30th  of  September  it  would  be  apiM-oxiniately  forty-five  mllUon. 

Senator  Fletcher.  That  is  forty-five  million? 

Mr.  IxmoELL.  Yes,  sir. 

Senator  Fletcher.  From  F^rnary  to  September,  1921? 

IVIr.  LoBDELL.  Of  course  they  did  not  boi^in  making  loans,  Hiey  did  not  begin 

taking  applications,  until  the  15th  of  April. 

Senator  Fletc  her.  I  see.   That  is,  the  Federal  land  banl£s? 
Mr.  LoBDELL.  The  Federal  land  banks. 

S^ator  FuercHB.  Did  iM>t  begin  recrfving  applications  until  tibe  15th  of 
April? 

Mr.  LoBDELL.  Yes,  sir. 

Senator  Fletcher.  And  from  that  time  up  to  about  the  30th  of  Swt^ber  you 
had  loaned  something  like  forty-five  millions? 

Mr.  Ijmvmju  That  is  an  approximation.  I  might  be  missing  that  a  little. 
I  have  the  figures  in  mind  for  the  last  three  months.  The  earlier  months,  of 

course,  started  off  very  slowly. 

Senator  Fi.ktchek.  You  could  probably  set  the  figure  pretty  i^ralght? 

Mr.  L0BUEI.L.  I  can  ^rive  you  the  exa<-r  ti.^ni  e. 

Saiator  FMrrcHEB.  If  you  will,  and  put  that  in  the  record.    I  would  like  to 
know  that,  just  to  show  the  amount. 
Mr.  LoBDELL.  Very  weU. 

Senator  Fletcher.  I  wotdd  like  also  to  have  the  number  by  districts.  If  you 

can  Inrnij^h  that  information. 

Mr.  L0BDEI.L.  1  will*  do  that;  the  loans  closeil,  by  d  stricts.  to  SeptenilM  r  30? 

Senator  FLETcnra.  Yes;  and  the  aggregate  amount  of  applicationti;  now  i^end- 
ing,  not  yet  acted  upon,  up  to  S^temb^  30,  if  you  can,  bv  districta 

Mr.  LoBDELL.  I  will  include  that  in  the  same  statement." 

Senator  P^i.etchkr.  How  many  national  farm  loan  associations  are  there? 

Mr.  LoBDKLT..  Four  thftnsand  two  hun<lred  and  twenty  active. 

Senator  Fletchku.  Are  there  any  pending  applications  for  charters? 

Mr.  LoBDiXL.  We  are  granting  th«n  daily,  I  do  not  know  whether  there  were 
any  on  the  desk  this  morning  or  not. 

Mr.  Leveh.  I  saw  one  this  morning. 

Mr.  LoBDELL.  I  recall  that  we  granted  three  on  Saturday. 
Senator  Fletcher.  They  are  still  coming  in? 
Mr.  LoBDEix.  Yes,  sir. 

S^ator  Fletcher.  Applications  for  new  national  farm  loan  associations? 
Mr.  Lobdell.  Yes,  sir;  not  so  rapidly,  of  course,  because  the  country  is  pretty 

well  organized. 

Senator  Fletchkr.  Yt^s.  Acoordiii.ir  to  your  experience,  Judiie.  what  wduld 
you  say,  if  you  can  estimate,  the  public  will  take  of  these  bonds  a  year  under 
present  conditions,  or  even  under  more  normal  conditions? 

Mr.  Lobdell.  That,  of  course,  is  a  problem  that  has  not  been  thoroughly  tried 
out.  As  yon  know,  the  Treasury  never  permitted  us  to  make  continuous  o fir- 
ings, and  tlse  i)resent  offering'.  suc<-ee<lini;  the  one  in  the  spring,  is  the  first 
occasion  that  we  have  been  permitted  to  make  two  successive  offerings  in  the 
same  year,  I  feel  perfectly  safe  in  saying  that  $150,000,000  can  be  sold.  These 
times  are  rather  times  of  stress.  Things  are  a  little  bit  easier  now.  Experi^ce 
may  demonstrate  a  substantially  larger  possibility;  l  hope  that  it  may.  But 
I  feel  perfectly  safe  in  estimating  that  $150,000,000  will  be  fairly  readily 
absorbed. 

Senator  Fletcher.  Each  year? 

Mr.  Lobdell.  Yes,  sir. 

Senator  Fubtchsb.  You  have  made  a  second  olEerbig  of  |CW,O0O»00O,  have 

you  not? 

Mr.  I.oiJDELL.  Yes,  sir. 

Senator  Fletcher.  When  were  they  put  on  the  market? 
Mr.  Lobdell.  They  went  on  the  market  the  3d  of  October. 
Senator  Fletcheib.  Hiey  are  dated  May  1  also? 
Mr.  LoBDELi..  sir. 
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StMintor  Fi  KK  HEK.  You  always  offer  these  bonds  at  par,  of  course,  and 

acrniod  iiiieivstv 

Mr.  LoiiDKU.,  Yes;  par  ami  accrued  interest. 
Senator  Fletcher.  They  draw  5  per  mit? 
Mr.  LoBDELU  Yes,  sir. 

Senator  Fletcher*  How  many  of  those  have  you  sold?   Oan  you  give  us  an 

idea  ? 

:Mr.  LoBDETX.  Yes.    I  would  not  mind  giving  that  to  you  gentlemen,  but  I 
would  not  care  to  put  in  tlie  record. 
Senator  Fletcher.  And  you  think  those  will  be  taken? 
Mr.  LcmDELL.  Unquestionably. 

Senator  Ft.etcher.  That  amoimt  will  he  available  for  loans? 

Mr.  LoiJDELL.  Yes,  sir. 

Senator  Fletcher.  Wliat  otlier  funds  have  you  available  for  loans? 
Mr.  LoBDELL.  We  have  recourse  to  the  Treasury,  under  the  deposit  scheme,  for 
approximately  thirty  mOlion. 

Senator  Flktcher.  Has  tliat  been  used  at  all? 

^ir.  T.oiiDELL.  Yes.  sir.  Tlie  bank  In  your  district.  Columbia,  used  that  be- 
fore this  sale  was  be^jun,  to  the  extent  of  $2^50,000;  and  the  Bank  of  Louis- 
ville, Ky.,  to  the  extent  of  $1,000,000. 

Senator  Ft^xcHKB.  Any  other  sources? 

LoBDELL.  Well,  yes.  The  banks  are,  of  course,  constantly  collecting  amor- 
tization payments,  on  account  of  the  principal,  which  they  are  privileged  to  in- 
vest in  farm  niortga,£res. 

Senator  Flktchek.  Tiiat  amounts  to  some  four  million  a  year? 

Mr.  LoBDELL.  I  should  say,  roughly,  about  that  sum ;  yes.  It  increases  a  little 
each  year,  as  the  amortization  payment  grows  larger,  you  know.  It  would  ex- 
ceed that.    Tlie  mininnmi  would  be  four  million. 

Senator  Flet(  her.  Can  yon  irive  the  total  amount  of  loans  made  now  through 
the  system  to  farmers,  from  the  beginning  up  to  date? 

Mr.  Lqeuell.  Roughly,  $410,000,000  from  the  Federal  banks  and  $90,000,000 
odd  i^om  the  joint  stock  banks. 

Senntor  Fletcher.  And  the  amortization  is  1  per  cent? 

IMr.  LoBDELL.  The  minimum  amortization  is  1  per  cent,  but  it  grows  larger 
each  year.   They  pay  a  fixed  amount. 

Seimtor  Fletcheb.  Oan  you  say  whether  or  not  many  farmers  have  taken 
advantage  of  the  privilege  of  paying  off  part  of  the  pidndpal  at  the  end  of 
five  years? 

'Sir,  LoRDELL.  It  is  not  five  years  since  we  made  the  first  loan. 

Senator  Fletcher.  That  would  give  you  then,  for  tlie  year,  forty  million  plus 
the  sixty  million  and  plus  thirty  million? 

Mr.  Lobdell.  That  does  not  take  into  ccmsideration  another  bond  sale  within 
the  year,  which  would  expire  April  18. 

The  Chatr^fan.  Next? 

^Ir.  Lobdell.  Yes. 

Senator  Fletcher.  You  mean  you  may  have  another  sale  after  this  sixty 
milUon? 

Mr.  I.oBDSLL.  Yes ;  naturally  four  or  five  months  from  the  date  of  this  sale 

we  will  have  another  one. 

The  CHAiRitAN.  They  are  10-year  bonds? 
Mr.  Lobdell.  Yes;  10  and  20. 
The  Chairman.  Ten  and  twenty? 
Mr.  LoBDEix..  Yes. 

Senator  Fletcher.  Of  course,  the  principal  source  of  your  revenue — of  your 
funds — is  from  the  sale  of  the  bonds? 

Air.  Lobdell.  I  should  want  to  say,  Senator,  entirely  so.  except  the  amortiza- 
tion payments,  because  the  Treasury  is  merely  a  stop-gap  between  sales,  and  at 
the  conclusion  of  each  sale  any  use  of  the  Treasury  fund  must  be  paid  back. 

Senator  Fletcher.  You  would  rather  be  inclined  to  put  an  end  to  that,  as 
far  as  yon  can  and  as  quickly  as  you  can — calling  on  the  Treasury?  You  do 
not  approve  of  that  way  of  financing,  do  you? 

Mr.  Lobdell.  No ;  I  do  not  think  it  is  the  best  way.  I  think  it  is  highly 
desirable  to  have  a  reserve,  so  that  you  will  not  be  brought  to  a  standstill  be- 
twem  bond  sales,  but,  personally,  I  do  not  look  with  fftvor  upon  the  general 
use  of  the  Treasury  to  finance  any  business  interest. 

Senator  Fletcher.  I  do  not  know  whether  you  care  to  tell  it  or  not — but  I 
see  no  reason  against  it,  if  you  know — why  it  was  that  the  Treasury  wanted 
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to  discontinue  your  sales,  or  to  hold  up  your  sales.    Why  did  they  take  that  IK)- 
sitiouV    Was  it  because  they  wanted  to  olfer  Liberty  bonds? 
Mr.  LoBUEXL.  That  was  it;  yes,  sir. 

S^iator  Fletcheb.  You  were  competing  with  LUterty  bonds? 

Mr.  LmoELL.  They  neeiled  the  entire  investment  market  open  to  the  (Toverii- 
ijient's  needs  and  Thouirht  it  was  the  wiser  policy  to  abs<U'b  the  farm-loan 
bonds  into  the  TrCifsury. 

Senator  Fletcher.  It  was  not  because  the  farm-loan  bonds  did  not  have  a 
market  or  could  not  find  purchasers? 
4  Mr.  Lobdell.  Xo,  sir.    We  made  two  sales  between  Crovernment  sales,  both 

of  which  went  oft'  very  rapidly. 

The  Chairman.  That  is,  before  the  suit  in  question  was  brought? 

Mr,  Lobdell.  Yes,  sir. 
V  The  Chairman.  After  that,  of  course,  ev^thing  was  suspended? 

Mr.  Lobdell.  Yes.  One  was  in  the  spring  of  1019  and  one  In  the  spring  of 
1918. 

Senator  Fletcher.  Then,  considering  that  the  principal  sourr-o  of  your  sup- 
ply— of  your  funds  which  you  are  to  furnisii  to  the  farmers  under  this  sys- 
tem— is  the  sale  of  farm-loan  bonds,  would  not  you  regard  it  as  important 
and  desirable  to  broaden  tlie  market  for  those  bonds  and  create  any  additional 
demands  that  could  be  safely  and  properly  created  for  them? 

Mr.  Lohdell.  The  board  would  be  highly  pleased  with  anything  tliat  could 
l»e  su.^trested  or  accomplished  which  would  broaden  the  market  for  farm-loan 
bonds  without  subjecting  them  to  undue  fluctuation. 

Senator  Fletcher.  You  regard  those  bonds  as  thoroughly  well  secured,  as  well 
secured  as  any  bonds  could  l)e? 

Mr.  Lf)P>DELL.  I  do  regard  theuL  sir,  as  of  absolute  integrity. 

Senator  Fletcher.  I  do  not  see  why  we  should  have  any  apprehension 
about  their  being  safe  ami  good  security.  There  was  a  time  when  tlie 
Panama  Canal  2  per  cent  bonds  i-eached  as  high  as  108. 

Mr.  IxttOBXJU  Oh,  yes.  They  carried  a  <^rculatlon  privilege,  however,  and 
the  national  banks  bought  them  and  issued  a  like  amount  of  currency  against 
theuL 

Seiiat(»r  Flet(  hkk.  That  was  v(  ry  largely  due  to  the  fact  tJiey  did  have  thai 
circulation  privilege,  undoubtedly. 
Mr.  IxmmLu  Yes. 

Senator  Fletcher.  I  do  not  kn<»w  v/hether  you  csire  to  express  an  opinion 
as  to  the  details  of  the  bill  S.  620,  whether  yon  consider  that  as  a  wise  and 
projier  way  to  broaden  tliis  market,  or  not.  If  you  do,  1  would  lie  ulad  to  lun  e 
you.  1  have  not  talked  with  you  about  it,  and  1  do  not  know  what  your  views 
may  be  on  the  subject. 

The  Chaibman.  Before  you  turn  to  that  bill,  let  me  ask  you  this:  Do  these 
t  bonds  when  offered  have  a  certain  market,  and  is  tliere  a  dinnand  for  them? 

*  Mr.  I>oia>ELL.  Yes. 

The  ('HAHiMAN.  Have  you  exi»erienced  much  ditiiculty  in  disposing  of  them? 
Do  they  go  rapidly,  so  to  si^eak? 
f  Mr.  Lobdell.  I  would  not  say  rai^dly,  Senator.  At  the  time  of  our  offerings, 

<luring  the  war,  general  commercial  activities  were  by  connnon  consent  sus- 
peiided :  industrials  were  not  i>uttin<r  out  bonds,  railroads  were  not  puttin^j; 
out  bonds:  niunicipalities  were  askel  to  witldiold  tlieir  bonds,  that  the  (lovern- 
ment  miglit  have  the  market.  The  consequence  wj  :;  that  when  we  made  an 
offering  every  bond-distributing  agency  in  the  country  had  an  empty  cupboard, 
and  every  bond  salesman  in  the  country  was  glad  to  jump  onto  these  and 
push  thenu  At  those  times  we  could  sell  50^00Q»000  in  a  couple  of  weeks 
T'trouirli  ll;ese  agencies. 

The  present  market  is  being  flooded  with  indu.strials.  floo  led  with  municii>nls. 
road  bonds,  city  bonds  of  every  type,  and  the  major  railroad  and  foreign 
iHmds.  Every  cupboard  is*chuck  full  and  every  salesman  has  something  tlrnt 
ho  can  sell  that  pays  a  bigger  commission. 

The  Chairmax.  A  great  many  tax-exempt  bonds  are  beintr  offered? 

Mr.  LoiJDELL.  Yes,  sir;  State  Itonds  and  all  of  tliose.  S(t  that  our  bonds  get 
a  sec(»ndary  consi 'oration  at  the  salemen's  hands  v.ud  jro  slowly,  and  go 
jiietty  largely  to  the  man  who  asks  for  them.  They  go  largely  to  the  trust 
companies;  they  are  distributed  to  trust  estates  and  that  sort  of  thing. 

The  rHAHi^iAN.  You  have  an  organisation  for  dispo^ng  of  the  bot^? 
Mr.  Lomusix.  Yes* 
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The  Chaikman,  There  luay  be  reasons  why  you  do  not  wish  to  put  the  mattei' 
of  record,  but  you  are  now  disposiug  of  the  60,000,000  issue? 

Mr.  LoEbEix.  Yes;  and  it  is  very  well  along.  It  is  not  r^rded  as  expediOTt 
to  name  the  exact  figure,  but  it  is  satisfactorily  along. 

Senator  AVkllki:,  Under  soniewliat  similar  conditions,  about  how  many  of 
these  bonds  do  you  think  you  could  find  a  mari^et  lor,  say,  in  1922,  judging 
from  your  past  experience? 

Mr.  LoBDKU^  I  repeat.  Senator,  that  I  feel  warranted,  and  I  tbink  my  asso- 
c  ;;iies  concur,  in  ant.cipating  a  sale  of  $150,000,000  and  in  authorizing  the  land 
hanks  to  proceed  on  tliat  basis  and  in  that  anticipation.  I  can  hardly  conceive 
of  conilitions  that  would  give  us  a  worse  market  tlian  we  had  last  April,  May, 
and  Juno.  During  tlie  time  that  we  were  selling  the  forty  ndllion  of  bonds  the 
Burlington  and  Great  Northern  came  out  with  their  J?230,000,000  of  61.  the 
Government  of  France  offered  to  the  American  public  $100,000,000  of  8s,  and 
if  we  were  able  to  sell  forty  millions  in  two  months  with  that  sort  of  compe- 
tition T  /]()  not  feel  d:sturl)ed  about  being  able  to  soli  .Sir)0,0<)0,000  a  year. 

Senator  Wkllkk.  You  rather  anticipate  a  better  mariiet  iu  1922? 

Mr.  LoiiuELL.  I  do;  I  should  liope  so,  very  much. 

The  Chairman.  Assuming  that  you  could -dispose  of  $150,000,000  bonds  a  year, 
that  would  be  the  sum  available  for  loaning  to  applicants? 

:\lr.  l.onDKTx.  Yes ;  that  sum  plus  tlie  collections  on  accoitnt  of  principal  each 
year,  whii-h  autoniat'eally  increases  eadt  year. 

Senator  \\'i::LLKi;.  It  1ms  been  said  that  to  meet  the  demands  of  tlie  farmers 
X>erhaps  a  million  a  day  would  be  necessary  to  be  loaneil,  which  would  mean 
$865,000,000  a  year.  Do  you  think  you  could  market  $865,000,000  of  bonds? 

M\\  LoiiDELL.  I  should  regard  that  as  very,  very  doubtful,  Senator.  I  should 
thiiik  iiiat  an  excessive  sum  of  one  type  of  bond  to  go  to  the  peculiar  type  of 
iiivfstnrs  tliat  would  take  them. 

Senator  A\'i:llku.  I  meuu  under  the  existing  law. 

Mr.  liOBDELL.  Under  any  law. 

Senator  Weexeb.  You  thjhik  that  the  ^gure  of  1^65,000,000  a  year  is  large  at 

th's  time? 

Mr.  LoiiDELL.  I  should  tlnnk  it  very  lar.2:e — excessive  as  a  steady  fi^re.  I 
presume  at  tlie  present  time  and  in  tlie  next  12  months,  if  the  banks  were 
iu  shape  to  receive  them,  they  would  have  applicatons  for  $360,000,000,  of 
which  they  would,  in  the  light  of  past  experience,  be  compelled  to  discard  at 
least  40  per  cent. 

Seuator  WKjaji:;^.  That  would  bring  it  down  to  about  $200,000,000,  or  a  little 
over. 

Mr.  LoBDKLX.  Yes,  s:i'. 

Senator  Weci£R.  Do  you  not  think  that  you  could  probably  market  $200,000,000 
of  them  in  1^2,  jud;;  !!!?  from  past  experience? 

Mr.  T.oiJDELL,  Well,  Senator,  the  Federal  land  banks  can  not  afford  to  take 
comniitnierts  [hat  they  are  not  absolutely  certain  they  can  meet,  that  is,  with 
reasonable  pr<»bability.  The  business  of  making  farm  loans  involves  taking  an 
application  through  the  farm-loan  association  with  its  delays  90  days  to  four 
months  in  advance  of  the  time  when  you  want  to  close  it. 

I  should  be  very  hopeful  of  a  market  as  broad  as  two  hundred  million.  I 
would  think  that  it  mi.^ht  be  unsafe  and  unfair  to  iuteudiug  borrowers  to  en- 
cournjre  appl -cations  at  this  t'me  at  that  rate. 

Senator  Waller.  In  other  words,  you  think,  as  I  understand  it,  that  in  1922 
you  would  have  a  market  wliich  would  absorb  the  probable  needs  for  that 
y^ar  of,  say,  two  hundred  million? 

StMiator  Fletcher.  Not  the  needs,  I  guess. 

Senator  Weller.  Applications,  then. 

Mr.  LoBDELL.  That  suggests  a  pretty  broad  proposition.   May  I  take  your  tkhe 

to  say  what  I  have  in  mind? 
Saiator  Wsujbb.  I  understood  you  to  say  that  on  this  bai^s  of  $365,000;000 

<>nly  about  60  per  cent  of  them  would  be  passed. 
Mr.  LoBDi-xL.  That  is  the  mortality  average. 

Senator  Weller.  Which  would  reduce  it  to  about  $200,000,000— it  would  be 
about  $210  000,000? 
Mr.  liOBUEix.  Yes. 

Senator  Wrller.  You  think  iliat  would  cover  the  appUcatians  that  you  would 

probably  have  for  1922? 
Mr.  JjemsELL.  Y^;  I  think  so. 
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Senator  Fletcher.  Do  you  mean  that.  Judge?  Do  you  mean  that  the  appli- 
cations over  the  whole  country  for  1922  will  not  exceed  $360,000,000? 

Mr.  LoBDELL.  I  am  using  Mr.  Silver's  figures*  They  won't  rea<^  tiiat  amoontt 
because  it  would  not  be  wise  to  permit  them:  No  man  can  estimate,  Saiator, 
what  the  applicat  ons  would  be.  The  farm-mortgage  indebtedness  of  the  country, 
as  suggested  by  Mr.  Silver,  is  approximates!  by  the  census  at  a  slight  excess 
above  $4.000.(H)0.000.  The  normal  turnover  of  a  farm  loan  is  somewhere 
between  three  and  five  years. 

We  are  getting  money  to  the  agricultural  public  about  2  per  cent  cheaper 

*  than  any  other  existing  agency.  As  soon  as  oth^  agencies  meet  that  rate, 
which  they  did  bef<»re  the  war.  and  if  you  loan  the  money  to  the  farmer  cheaper 
than  the  railroad  can  borrow  it,  at  a  rate  equal  to  the  great  States,  such  as 

\  South  Dakota's  6  pei-  cent  bonds,  there  is  no  measuring  the  extent  of  your  appli- 

'  cations.  I  would  not  want  to  make  a  guess. 

Senator  Fletcher.  That  is  ^hat  I  tJiougfat 

Mr.  LoBDELL.  The  other  side  t*^  tliat  is  this:  This  farm-loan  system  is  to  be 
built  for  all  time,  and  we  can  not  atfortT.  as  nuich  as  we  are  c<mscious  of  and  in 
sympathy  with  present  conditions,  to  saciltico  its  perpetuity  and  its  permanent 
upbuilding  to  incautious  haste.  Three  years  ago  the  Farm  Loan  Mortgage 
Bankers*  Association,  which  embraced  practically  all.  of  the  great  loaning 
agaicies  of  the  country,  daimed  to  have  $1,000,000,000  oa  its  books.  That 
was  the  result  of  a  generat1(m  of  activity.  In  pract  cally  three  years  of  loaning 
activity  we  put  half  of  that  volume  on  through  12  land  banks. 

The  Chairman.  In  other  words,  there  is  outsUindiug  now  about  $500,000,000? 

Mr.  LouuKLL.  In  excess  of  $oOO,000.000.  If  we  w&ce  to  proceed  at  the  rate  of 
$1SO,000,000  a  year  only  for  slightly  in  excess  of  three  years  we  would  have  on 
our  books  a  total  equal  to  the  total  of  the  fanti^nort^age  banks  three  years 
^go — and  they  had  the  best  loans  in  the  country. 

S-n<-e  t!»ey  \rave  that  ti.iiure  we  have  nuide  .V4'>0.000,tMH)  (»f  loans,  which  must 
necessarily  retluce  their  holdings.  When  you  take  the  figure  of  $4,000,000,000 
of  loans  into  cons'deration,  when  you  take  it  as  a  measure,  you  must  pare 
It  down  to  an  extent  that  no  man  can  hardly  approximate  to  get  loans 
eligible  under  the  farm-loan  system.  You  must  discard  every  loan  in  excess 
of  50  per  cent  of  the  value  of  the  land  to  start  with.  You  must  discar*!  every 
mortgage  in  excess  (tf  $10<MM)  to  start  with,  except  as  the  joint-stock  land 
bank  takes  it.  You  must  discard  every  farm  that  is  not  cultivated  by  its  owner. 

I  feel  certain  that  I  am  correct  In  stating  that  a  majority  of  the  tour  bLUms 
of  farm-mortgage  indebtedness  is  represented  by  purchase-money  mortgages, 
when  lands  were  purclias*^!  at  blud?  prices  and  with  a  small  casli  payuient  down, 
and  that  you  may  discard  at  one  swoep  as  possibilit  es  more  than  liulf  of  tliis 
morti^age  indebtedness  as  a  Federal  farm-loan  possibility. 

Senior  Weller.  That  would  be  reducing  it  below  two  biiron. 

*  Mr.  LoBDELL.  Yes,  sir.  Then,  when  you  go  through  and  tone  dowji  tfce 
amounts  to  $10,000  and  elinunate  the  inel  gibles.  you  bring  it  down«  in  my 
judgment,  to  $l,r)OOXH>0,(KK),  if  the  total  figure  is  correct. 

Seiuitor  \\'kli.kk.  You  luive  already  loaned  one  half  billion  now? 
f  Mr.  I.OUUELL.  We  already  have  one-th  rd  of  that  on  our  books. 

Senator  Fletcher.  You  have  to  teeep  In  mind  there  are  something  over 
2,000,000  farm  tenants  in  the  country,  and  that  the  percentage  of  people  engaged 
in  agriculture  is  decreas  ng;  the  tendency  is  to  go  to  the  cities  an<l  away  from 
the  farms  very  cnnsideraWly.  We  want,  if  we  can.  to  provide  a  means  whereby 
these  tenants  can  own  their  farms— so  that  our  purpose  is  not  merely  to  take 
care  of  existing  liens.  That  is  only  one  feature. 

Mr.  Lonranx.  You  have  done  that,  of  course,  to  the  extent  that  the  tenant 
can  be  accommodated  if  he  can  get  togethw  50  per  eeant  of  the  reasonable  and 
proper  purdiase  ])rice  of  his  farm. 

Senator  Fktchkr.  Precisely. 

Mr.  LOBDELL.  Your  experience  in  Florida,  and  that  of  the  other  gentlemen 
in  their  respective  homes,  will  tell  you  that  a  traant  does  not  need  to  get 

together  half  of  the  purchase  pr  ce  in  order  to  buy  the  faruL  He  can  buy 
the  farm  from  any  farm  owner  that  has  got  it  for  sale  by  paying  down  less 

than  half. 

Senator  Glass.  Yes ;  25  per  cent,  and  tlie  balance  in  one,  two,  or  three  years. 
Mr.  LoBDELiL.  The  balance  on  asn^^eed  terms. 

Senator  Fletcher.  Very  oftai  he  can  give  a  second  mortgage  for  the  purchase. 
Ife  lA/Bmui,  Yes.  We  are  rendering  some  service  along  that  line* 
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Senator  Fii:t('hkt:.  (iive  tlie  farm  loan  l^oard  a  iirst  mortu'auv  for  ot»  por 
ftMU  of  rlie  value,  and  .irive  the  seller  a  second  mortgage  for  the  balance  of  the 
puK  liase  price,  and  aaiuire  b  s  title  in  that  way. 

The  census  figures  for  1920  show  that  there  are  1,611,378  farms  under 
mortpige,  and  the  total  amoBct  of  mortgages  on  thol»  farms  amounts  to 
$4,012,711,213. 

Mr.  T.OBDETX.  I  assume  that  is  approximately  accurate. 

Senator  Fletcher.  You  spoke  about  limiting  these  applications.  Do  you 
undertake  to  do  that,  and  in  what  way?  ' 

Mr.  LoBDEEJU  In  conneetimi  with  these  bond  sales,  we  call  together  the  presi- 
'dents  of  the  land  banks,  study  the  needs  of  their  respe(*tive  districts,  determine 
on  the  amount  of  the  sale,  and  then  apportion  to  each  land  bank  a  given  volume 
of  funds. 

Senator  Fletcher.  That  is,  the  land  bank,  knowing  how  much  it  will  have 

to  loan,  gives  notice  to  the  farm  loan  associations  ^ 

Mr.  LoBDStJL.  Yes. 

fienator  Fletcher  (contiiniintr) .  Tl!a*t  they  can  have  only  so  muchV 

Mr.  LoBDELL.  That  should  l>e  tlie  ]»rocess.  Of  courst*  they  should  discriminate 
in  favor  of  districts  that  have  special  neetis  or  iu  favor  of  individuals  that  are 
under  pressure  and  have  adequate  securty. 

Senator  Fubtgheb.  $150,000,000  a  year  would  only  ^ve  how  much  to  each 
national  fkrm  loan  association? 

Mr.  LoBDELL.  T)ivid(^  that  by  4.000.    I  am  not  ^roo<l  at  figures. 

Senator  Fletcher.  That  would  be  for  a  wlxole  yearV 

Mr.  LoBDELL.  Yes. 

Senator  Fustchss.  Don't  you  think  that  will  have  the  effect  to  discourage 
farmers,  to  some  extmt,  if  they  can  not  get  money  they  need  for  such  a  long 
period  of  time ;  that  you  would  need  to  furnii^  them  a  little  more  than  tlmt  if 

you  could? 

Mr.  LoBDELL.  We  would  be  happy  to  furnish  them  as  nuich  more  as  we  can 
get  without  subjecting  the  bond  market  to  speculative  features.  The  Federal 
ftirm  loan  bond  does  not  belong  In  speculative  channels,  because  we  could  not 
function  on  a  wlddy  fluctuating  market.  The  Federal  farm  loan  bond  belongs 
in  the  strong  box.  It  belongs  where  the  farm  mortage  has  gone  for  the  laj»t 
generation. 

Undoubtedly,  Senator,  we  would  be  happy  to  reach  the  point  where  we  would 
not  have  to  put  any  limitation  on  them.  We  did  not  have  to  prior  to  the 
shutdown.  During  the  last  year  of  our  activities,  with  an  abundance  of  money 
available,  the  banks  close<l  $146,0<X),000  in  loans.  They  had  a  comfortable 
volume  of  applications.  At  that  time  it  was  about  a  normal  volume.  The 
supply  seemed  to  respond  to  the  need.   At  th  s  time  it  does  not. 

Senator  Fletcher.  If  you  apportion,  say,  $30,000  to  a  farm  loan  association 
for  a  year,  you  require  that  that  t&tm  loan  association  shall  have  at  least  10 
farmers  as  membm? 

Mr.  T.,0BDELL.  Yes. 

Senator  Fletcher.  Before  they  can  organize? 
Mr.  LOBDELL.  Yes. 

Senator  FtETcnER.  Ton  would  find  in  many  distances  that  that  would  be  a 
very  inadequate  sum  to  mpgiy  for  a  whole  y^  among  that  number  of  farmers. 

would  you  not? 

Mr.  LoBDELL.  Yes ;  but  against  that  you  will  find  a  very  large  number  of 
associations  that  w^ould  not  make  any  applications. 
The  Chairman.  Not  every  farmer  is  out  asking  for  a  loan,  is  he,  in  America? 
Mr.  LoBUEHx.  I  hope  not,  but  he  is  pretty  thick. 

Senator  Fustchbr.  Generally,  wheik  they  form  these  association^  It  is  tqr 

this  one  purpose? 

Mr.  LoBDELL.  The  formation  of  associations  has  relatively  ceased.  From  the  1st 
of  July  until  the  30th  of  September  there  were  85  associations  formed  in  the 
whole  country.  Twenty-two  of  those  were  down  in  your  country,  not  In  your 
State  but  in  Georgia  where  they  were  slow  originally  about  coming  in.  The 
country  is  very  well  organized. 

Senator  Fletcher.  The  object  of  forming  an  association  is  to  borrow  money 
under  this  system? 

Mr.  LoBDELL.  Yes. 

Senatbr  Wtmcmm*  ^enp>re  every  association  will  imdoubtedly  have  appH* 
catimis.  I  do  not  know  how  you  figmre  that  smie  of  thm  will  not  make  mppMca- 

ti<MIS. 
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Mr.  LoBDELL.  Sonte  of  the  4.<X)0  existing  associations  will  not,  a  very  large 
number  of  them  will  not.  And  that  will  result  in  the  possibility  of  a  larger 
distribtition  to  others. 

Senator  Fijstcheb.  They  will  not  have  new  applications  where  they  have  al- 
ready been  supplied? 

Mr.  LoBDELL.  Yes;  where  they  are  already  organized  and  going.  So  that 
taking  $150,000,000  as  a  basis  and  dividing  it  by  4,000,  you  do  not  reach  a  very 
detinite  result. 

Senator  Fletcheb,  You  referred  a  while  ago  to  the  $10,000  limitation.  Tou 
remember  we  had  that  up  for  discussion  some  time  back. 

Mr.  Lobdell.  Yes. 

Seiuitor  Fletcher.  Do  you  think  it  would  be  embarrassing  the  activities  of 
the  board  now  if  that  limitation  were  increased,  as  it  was  pn^osed. 
Mr.  Lobdell.  Yes;  I  do. 

Senator  Fletcheb.  You  still  think  it  would  be  esnbariraaEdng? 

Mr.  Lobdell.  Yes. 

Senator  Fletcher.  Y'^ou  think  you  would  not  be  able  to  derive  from  the  sale  of 
bonds  sufficient  revenue  to  meet  the  requirements? 

Mr.  LoBDEix.  Not  in  the  immediate  future.  A  good  many  other  problems  rater 
Into  the  making  of  a  Uirger  loan  to  any  number  of  them. 

The  Chairman.  May  I  ask  you  this  question,  for  my  information.  It  re- 
quires 10  farmers  to  form  an  association? 

Mr.  Lobdell.  Yes. 

The  Chairman.  Is  it  a  fact  that  each  and  every  one  of  those  who  join  in 
forming  an  asBOClation  are  proe^ecttve  borrowers? 

Mr.  Lobdell.  Yes. 

Senator  Fletcher.  They  have  to  be. 
The  Chairman.  They  have  to  be? 
Mr.  Lobdell.  Yes. 

Senator  Wmxrau  As  a  matter  of  fact,  all  10  of  them  do  not  borrow  money 

after  they  go  in,  do  they? 
Mr.  Lobdell.  Not  the  original  10,  as  a  rule^  Senator* 

The  Chairman.  How  is  that? 

Mr.  Lobdell.  It  is  very  rarely  that  the  original  10  all  get  it. 
The  Chatrman.  But  they  are  all  seeing? 
Mr.  JjommtJU  Yes. 

The  Chairman.  And  need  the  accommodation? 

Mr.  Lobdell.  Yes. 
The  Chairman.  I  see. 

Senator  Glass.  What  proportion  of  your  loans  are  now  made  throat  agents 
rather  than  through  associations? 

Mr.  Lobdell.  The  agency  provision  has  only  been  used  in  one  land-bank 
district.  My  recollection  is  that  bank  has  approximately  $50,000,000  of  loans, 
with  $800,000  of  them  made  through  agents. 

Senator  W  eller.  I  understood  you  to  say,  Judge,  that  you  are  loaning  money 
to  these  formers  on  the  average  of  about  2  per  cent  less  than  they  would  get  it 
outside  of  this  agency? 

Mr.  Lobdell.  Yes,  sir. 

Senator  Weller.  Then  you  do  not  agree  with  Mr.  Silver  on  his  6  and  M  plus 
2  and  10  proposition? 
Mr.  Lobdell.  I  think  those  are  eittreme  cases.  Senator,  but  they  have  taken 

place. 

Senatcw  Wblleb.  I  understand,  but  on  the  average  you  do  not  agree  with 

that? 

IVfr.  Lobdell.  No  ;  I  think  the  average  rate  is  8  and  perhaps  above  8. 
Senator  Weixeb.  That  would  be  my  judgment 

Mr.  SiLVKB.  May  I  say  right  there  that  my  figures  were  given  on  the  result 

of  a  referendum,  not  a  guess— that  they  did  pay. 

Mr.  Lonr.KLL.  I  do  not  challentre  the  statenjent  at  all. 

Senator  L'letchee.  Then  they  pay,  in  addition  to  that,  a  commission  every 

time  they  renew  the  loan. 

Mr.  Lobdell.  Every  three  or  five  years.  Senator,  you  started  to  ask  some 
qu^ion  when  we  digr^sed. 

Senator  Fletchfji.  Yes:  about  that  bill.  I  Mas  going  to  ask  you  if  you  would 
express  an  opinion  regarding  it — whether  it  would  accomplish  a  broadening  of 
the  market  for  the  bonds,  and  whether  you  considereil  it  a  safe  proposition. 
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Mr.  LoBDELL.  The  bill,  I  should  assume,  must  be  considered  from  two  aspects^ 

its  relation  to  the  Federal  reserve  system  and  to  our  currency.  As  to  that, 
you  will  pardon  me  if  I  do  not  uAdertake  a  discuadon.  That  belongs  to  an- 
other branch  of  the  Government, 

As  to  its  €:£feet  on  the  farm-loau  system,  T  am  not  sure  that  we  have  studied 
it  as  deeply  as  we  perhaps  sliould  have  done.  My  impression  was  that  this  had 
come  up,  Senator  Glass,  before  your  joint  conuuitt^,  of  which  yourself  and 
Senator  Fletcher  and  Mr.  Lever  were  members,  and  had  been  discarded. 

Senator  Fletcher.  It  passed  the  House  and  passed  the  Senate.  It  passed  the 
Senate  and  passed  the  House  in  the  Sixty-third  Congress,  It  passed  the  Senate 
in  the  Slxty-fonrth  Ck>ngress  and  then  went  to  the  House. 

Mr.  LoBDELL.  I  may  have  been  misinformed.  If  it  would  wld^  the  mark^ 
for  farm-loan  bonds  witliout  nn^eadying  the  Boarket  we  would  be  for  it 

Senator  Glass.  If  it  would? 

Mr.  LoBDELL.  Yes.  Wliether  or  not  it  will  I  am  uni)repared  to  state.  Federal 
jbrm-loan  bonds  made  a  basis  for  note  issue,  made  elifi;ible  as  security  for  re- 
discount paper,  can  only  reach  the  Federal  reserve  system,  and  result  in  the 
issue  of  notes  against  them  through  national  banks.  A  national  bank  would 
have  no  object  in  acquiring  a  farm-loan  bond  except  as  secondary  reserve.  By 
secondary  reserve  I  mean  the  law  !'e(iiiires  it  to  keep  S  or  1(»  per  cent  in  each  rate. 
Good  business  dictates  tluit  the  bank  must  liave  more.  Tliey  create  a  secondary 
reserve,  something  that  is  quickly  convertible  into  cash.  A  5  per  cent  rate  or 
bond  would  not  make  it  attractive  to  national  banlos,  and  it  would  only  be  at* 
tractive  as  a  secondary  reserve. 

If  tlie  l)anks  would  l)iiy  them  and  wovdd  use  them  as  secondary  reserve,  it 
would  enlarge  the  market.  Tlie  secondary  reserve  live  years  ngo  was  quite  a 
problem,  but  in  those  five  years  twenty  billions  of  Government  bonds  liave  been 
issued,  each  of  which  is  eligible  for  the  Fed^al  reserve  bank  as  against  a  bill 
of  exchange  or  as  security  for  loans.  A  bank  which  five  years  ago  might  have 
had  to  scurry  around  to  get  secondary  reserve  can  buy  Government  bonds  to- 
day, the  direct  ohliirations  of  the  Government,  which  will  yield  a  rate  eQ.uai  to 
these,  and  whicli  are  all  eligible  at  the  Federal  reserve  system. 

That  they  are  not  doing  that  very  greatly  is  evidenced  by  the  fact  that  ttiese 
bonds  are  way  below  par. 

Senator  Glass.  As  a  matter  of  fact,  is  it  not  true  that  there  is  scarcely  a 
national  l>ank  in  tlie  United  States  which  has  not  more  seeonHary  reserve  than 
it  really  wants,  and  is  trying  to  have  the  public  absorb  its  investment? 

Mr.  LoBDEix.  I  will  approach  that  in  just  a  minute,  if  I  may.  In  addition  to 
the  Government  bond,  which  has  grown  up  out  of  the  war,  which  the  bank  ean 
buy,  or  which  the  mercantile  house  or  the  factory  can  buy,  if  it  wants  to  keep 
a  reserve  on  which  it  can  borrow  thronirh  the  bank  and  tiike  it  on  into  the 
system,  there  has  grown  up  a  system  of  bank  acceptances.  1  heard  you  use  the 
term  awhile  ago.  Senator.   That  is  the  very  highest  order  of  secondary  resei've. 

If  the  little  bank  with  which  X  was  connected  at  one  time  I  wanted  a 
$r>,0(X)  secondary  resei-ve.  I  can  go  to  New  York  and  the  National  City  Bank 
will  sell  me  a  bank  note  and  bank  acceptance.  I  know  it  is  going  to  be  paid  in  90 
days.  I  know  that  I  can  take  it  and  go  to  a  bank  anywhere  in  the  country  and 
sell  it  in  less. 

Senator  Gu^ss.  You  assume  it  is  going  to  be  paid  in  90  days.  As  a  matter 
of  fact,  those  acceptances  were  not  paid  in  90  days,  and  we  were  presented 
with  the  amazing  sj)ectacle  of  acceptances  ])eing  renewed.  And  the  virfons 
system  was  indulged  in  to  such  an  extent  that  it  came  pretty  near  wredking 

three  of  the  biggest  banking  institutions  in  New  York. 
Mr.  LoBDELi..  I  know  it  will  be  paid  to  niy  bank. 

Seimtor  OxJ^ss.  That  may  be  because  your  bank  is  very  prudently  managed. 
Mr.  LomKBix.  I  mean  tl  e  little  country  bank  knows  it  i»  going  to  get  the 

money,  because  tlie  Nat'onal  T'ity  has  got  to  pay  It  or  it  blows  np. 

Senator  Glass.  And  it  nii^dit  blow  np,  too. 

Mr.  LoBDELL.  He  will  buy  it  rather  than  buy  a  paper  of  uncertain  or  not 
absolute  integrity,  and  of  more  or  less  uncertain  market  value.  These  sug- 
gestions go  to  the  question  of  whether  or  not  It  will  create  a  market.  I  don't 
know\  I  suggest  them  for  what  they  may  be  worth. 

Now,  then,  if  the  market  should  be  created  by  the  purchase  of  these  bonds 
for  secondary  reserve,  then  wliatV  Secondary  reserve  is  of  no  value  unless  it  can 
be  tlirown  overboard  in  time  of  storm.  No  country  bank,  no  city  bank,  could 
be  managed  and  buy  anything  for  secondary  reserve  unless  it  is  something 
it  can  throw  overboard  tn  tbne  of  stresa 
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If  farm-loan  bonds  come  into  general  use  as  secondary  reserve,  and  if  we  reach 
a  period  of  stress  and  they  were  thrown  overboard  and  the  market  demoralized, 
the  farm-loan  system  comes  to  a  halt. 

So  when  we  weigh  the  whole  thing  out,  while  we  want  all  the  money  the 
fanners  ask  for»  and  are  anxious  to  get  it,  we  can  but  aSk  ourselves  two  ques- 
tions: First,  will  it  produce  the  result?  If  it  did  produce  the  result  of  expanding 
the  sale,  would  the  possible  hazard  involved  outweigh  the  advantage? 

We  submit  these  thoughts  for  whatever  they  may  be  worth. 

Sraator  F*r.ETCHEK.  If  the  bonds  are  given  this  status  which  is  proposed  by 
the  bill,  would  it  not  stimulate  the  public  d^nand,  in  addition  to  the  bank 
demand  you  mention — investors? 

Mr.  LoBDELL.  I  would  not  at  the  moment  think  of  any  other  public  channel, 
except  the  general  psychological  elfect.  which  would  be  helpful  T  should  think. 

Senator  Ft^etcher.  Is  there  any  otlier  question  of  Judge  Lobdeli  on  the  bill 
S.  620?  If  not  I  will  take  up  the  other  one. 

Senator  Wbusbsl  As  ttteee  bonds  are  becoming  better  known  among  bankers 
the  market  is  becoming  gradually  easier  in  whidti  to  sell  th^,  is  it  not, 
everything  else  being  equal? 

Mr.  LoiiDELL.  I  hope  so.  This  is  only  the  seci>nd  consecutive  sale  we  have 
been  privileged  to  make.  Tlie  Federal  land  banks  have  spent  about  $30,000  in 
advertising  them  in  agricultural  papers.  The  Saturday  Evening  Post,  which 
never  before  took  the  advertisement  of  any  other  bond,  took  an  advertisement 
in  this  instance.  There  is  coming  in  a  gratifying  call  for  them  in  small 
volume.  We  have  gotten  a  lead-pencil  order  for  a  $300  bond.  That  is  one  of 
the  happiest  omens  we  see,  Senator. 

There  is  enough  money  wasted  every  year  in  foolish  investments  to  finance 
this  system.  We  believe  that  a  perpetual  campaign  of  education  will  divert  a 
large  portion  of  that  to — as  Senator  Weller  lias  said,  as  they  liecome  more 
widely  known— trust  oompanies,  tidueiaries,  guardians,  and  trustees,  who  will 
take  them  on  for  estates.  There  is  nothing  unsiitisfactory  in  the  progress  of 
the  public  recei>tion  of  the  bonds. 

The  Chaieman.  Th^  is  no  long^  any  queiirticm  as  to  the  validity  of  the 
bonds? 

Mi\  LoBDELL.  That  ig  absolutely  and  entirely  settled.  Don't  you  regard 

that  so? 

Senator  Fletchee.  Yes. 

The  Ohaikbcan.  The  rate  of  interest  is  publicly  known? 

Mr.  LoBDEUu  Yes. 

The  CfiAiiiAtAN.  And  the  date  of  maturity  and  all  such  elements.  It  seems 
to  me  they  ou.^ht  to  be  marketable. 

Senator  Fletcher.  Tliey  are  marketable,  but  the  public  now,  according  to 
the  experience  of  the  board,  .absorbs  only  somewh^e  about  $150,000,000. 

Mr.  LOBDKix.  Yes;  as  far  as  we  feel  warranted  in  venturing  an  opinion. 

Becnrring  to  the  possibility  of  a  demand  in  manufacturing?  circles,  we  re- 
cently picked  out  2,700  manufacturin.£;  concerns  that  deal  more  or  less  in  agri- 
culture, that  manufacture  fertilizers,  agricultural  machinery,  and  who  cater 
to  the  farming  pubUc,  and  circularized  thetn.  We  had  some  responses  from 
th«n.  Most  of  them  came  back  saying  their  treasury  was  empty  now,  but 
they  would  like  to  come  in  after  awhile. 

Senator  Glass.  I  thought  that  was  a  clever  piece  of  pulUicity. 

Senator  Weller.  And  good  educational  propaganda,  loo. 

Mr.  LoBDELL.  It  was  no  mistake.  It  broadened  the  knowledge;  it  was  a 
comprehen^Te  circular  and  enlightaiii^  We  are  rfreulariring  tibe  baiters 
Tiretty  g^erally. 

Senator  Fietchki?.  Judge,  with  reference  to  S.  2183,  I  realize  that  is  a 
matter  of  some  delicacy. 

Mr.  LoBDELL.  That  is  the  dbange  in  personnel? 

Senator  Fletcher.  Yes.  I  would  like  to  ask  you,  first,  if  you  do  not  think 
graerally  the  idea  of  having  the  Secretary  of  Agr  culture  an  ex  officio  member 
of  the  board  's  a  good  one?  As  tli  s  whole  system  is  i»i  iniar  ly  for  afrricul- 
ture,  it  seems  to  me  that  the  Departmeut  of  Agriculture  ought  to  be  closely 
related  to  it. 

Mr.  LoBDELL.  There  could  be  no  objection  on  the  part  of  the  board  to  such  a 
relationship.  I  would  say  that  the  Secretary  of  Agricultw^  should  be  c<m- 
snlted  as  to  whether  he  would  have  any  time  to  jrivo  to  it. 

Saiator  GiJ^ss.  You  know  that  the  Secretary  of  the  Treasury  has  none. 
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Mr.  LOBDKLX.  I  was  Just  going  to  say  1  hoped  1  would  not  offend  ex-Secivtarv 
<ilass  Uy  suyinff  that  the  Secretary  of  the  Treasury  does  not  offer,  as  he  know^ 
that  durin^r  his  luTiod  of  incumbency  we  were  able  to  get  to  him  only  on 
matters  of  cJiicmency  c<»nsideration. 

The  CHAUiMAN.  Your  board  hns  more  or  less  business  to  do— to  use  that 
phrase— with  the  Treasury,  has  it  not? 

Mr.  LoBDEix.  Yes;  but  we  reach  it  through  subordinate  officials.  For  in- 
stance, at  the  present  moment  Mr.  OiU>ert  is  secretary  in  charge  of  fiscal 
Imrenus.  We  i.ever  take  a  fiscal  question  to  Secretary  Mellon  unless  Mr.  <;ill)(4't 
hesijates  \o  settle  it.  The  Secretary  of  the  Treasury.  :i  (Vibinot  ollicial,  char^^ed 
with  ills  -rent  responsibilities,  can  not  in  the  nature  of  things  give  lus  attention 
to  these  other  things. 

Tile  Chairman.  I  presume,  of  course^  that  persons llv  he  does  not  give  his  im- 
mediate attention  to  those  details. 

:Mr.  LoJiuKfj..  There  would  he  no  objection.  As  to  the  psycliolojO'  of  it.  as 
to  wlietiier  it  would  serve  a  lielitful  jmr]>ns(».  1  couhl  not  say.  Practically.  I 
should  think — and  I  say  this  with  profound  respect  tor  you  and  everybody  else. 
Senator— tliat  the  brining  on  to  the  board  of  any  man  as  preoccupied  and  as 
busy  as  a  Cabinet  member  would  not  add  to  the  Intelligent  consideration  of  tlie 
problems  before  the  l>oard. 

Senator  (Jla.ss.  I  quite  n^xw^e  with  you.  Jt  mijrht  have  a  psychoh><;iral  effect 
in  the  farming  communities  of  the  United  States,  but  beyond  that  1  do  not  think 
It  would  serve  any  useful  purpose. 

Mr.  LoBOEix.  As  to  the  other  part  of  the  bill.  Senator  Fletcher,  it  is  rather 
a  deli(»ate  question  for  the  members  of  the  board,  whose  positions  are  involved, 
to  discuss.  I  do  not  hesitate  to  say,  and  I  Itelieve  my  colleajrues  will  bear  me 
out,  tliat  it  v/ould  be  possil>le  fur  one  man  to  adnunister  the  farm  loan  system 
if  you  wanted  it  done  that  way. 

The  tasks  of  the  Farm  Loan  Board  are  more  judicial  tlian  they  are  exeeuttre. 
It  you  want  tlie  judgment  of  four  men  on  a  given  bond  issue,  on  the  rate  it 
ou;.^Iit  to  be<ij-.  on  vlie  various  securities  that  codic  through,  on  all  of  the  prob- 
lems that  arise,  then  four  is  not  too  many.    For  the  major  task,  gentlemen,  let 
me  impress  this  on  you:  Every  loan  that  "s  uauh*  iu  thi-^  svst-iu  ciuni^s  to  the 
Farm  Loan  Board  for  review  before  it  is  placed  as  passed  for  a  bond  issue.  That 
means  J?1  "0  ooo.doo  a  >  <  ar  iu  loans  averaging  $3,000  each  are  approved  before 
tlie  ixmi]  issue  is  allowed.    And  I  want  to  Impress  on  you  another  thing:  7%at 
the  apitroval  of  a  bond  issue  by  the  Farm  Loan  Board  is  a  aanetion  of  the 
I  nited  States  Go^  ernment  on  them. 
I  think  it  is  too  big  a  task  for  less  than  four  men  to  undertake. 
Sttiator  FiOTCHKB.  You  do  not  mean,  Judge,  that,  say,  Bill  Jones,  in  Iowa, 
a  member  of  the  National  Farm  Loan  Association  there,  makes  appiicatim  for 
a  loan  of  $3,0CK)— tliat  those  papers  come  to  your  6oard;  that  you  pass  xxpm 
that  security,  and  all  those  papers,  do  you? 

Mr,  LoBDELL.  In  detail;  yes,  sir.  But  not  until  alter  the  loan  is  made.  That 
application,  with  its  appraiser's  report,  with  the  report  of  the  loan  connnittee, 
come  to  our  board  and  are  reviewed  before  we  permit  the  mortgage  to  be 
pledired  as  security  for  a  bond  uttered  in  the  nam(i  of  the  United  States  Gov- 
ernuient.   And  it  should  not  be  intended  to  f:ixo  it  any  less  scrutiny. 

Senator  Fletcher.  You  examine  it  for  the  purpose  of  recommending  or  pass- 
ing on  a  bond  issue? 
Mr.  LoBUELL.  Yea 

Senator  Fletcheb.  Authorizing  a  bond  issue? 

^ir.  LoBDKrx.  Yes. 

Seiuttor  Ki.KTCHKK.  Hut  as  to  the  alisiract  of  liile,  tlie  mortgage  paperjs  and 
all  those  details,  that  is  all  done  throu^jh  the  r»aukV 

Mr,  IjommLU  Yes;  that  is  all  done  in  the  districts.  As  I  say,  there  are  4,000 
of  these  associations.  They  make  quarterly  and  annual  repcnrts.  Twenty  thou- 
sand reports  have  to  be  analyzed  and  taken  care  of-  Th^  are  800  apiffalflers 
In  the  appraisal  department,  with  its  activities. 

Senator  Glass.  You  appoint  the  appraisers? 

Mr.  LoBDELL.  Yes;  we  appoint  the  appraisers.   We  have  reviewing  appraisers 
who  study  them. 
Senator  Fubtcheb.  How  many  appraisers  have  you? 
Mr.  Lohdet.l.  Approximately  300 — a  little  in  excess  of  that. 
Senator  Fh&iQum.  Then  you  appoint  examiners? 
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Mr.  LoHDELL.  We  appoint  land-hank  examiners,  and  their  reports  come  in  for 
attention.    The  banks  make  monthly  reports.    It  is  not  a  sinecure,  Senator. 

The  Chaibman.  To  put  a  sort  of  omnibus  question,  What  are  the  duties  of 
the  board,  if  it  does  not  require  too  many  words  to  make  answer? 

Mr.  LoKDEi-L.  The  duties  of  the  board  are,  fest,  those  such  as  the  Comptroller 
of  the  Currency  has.  We  supervise  and  regulate  12  Federal  land  banks,  at  the 
present  something;  like  22  joint-stock  land  banks,  and  4,200  associations,  which 
correspond  to  the  comptroller's  national  banks.   That  is  comparatively  easy. 

We  ai^oint  this  fl^  force  of  appraisers.  We  examine  every  loan  before  it  is 
pledged  as  basis  for  a  bond  issue.  We  negotiate  and  carry  on  the  bond  sales  in 
the  name  of  the  banks,  receive  their  bcmdSt  deliver  them  to  the  pablie,  make 
collection,  and  transmit  the  funds. 

The  original  conception  of  the  act  undoubtedly  was  that  the  individual  banks 
should  sell  their  own  bonds.  Experience  immediately  demonstrated  that  that 
was  not  practicable — some  few  banks  could — and  that  they  must  be  concra- 
trated,  sold  en  bloc. 

Accordin^rly,  in  addition  to  its  supervisory  work,  the  board  has  the  actual 
business  manajjement  of  these  institutions,  with  tweuiy-five  millions  of  capital 
and  four  hundred  millions  of  assets  that  are  growing  at  the  rate  of  $150,000,000 
a  year — and  four  active  members  are  not  too  many  for  that  task. 

As  I  say,  that  is  a  d^cate  question  for  us  to  discuss. 

Senator  Fletcher.  I  realize  ttiat  We  want  to  get  at  what  is  in  the  public 

interest ;  that  is  all. 

Mr.  IiOBDELr>.  Have  I  made  myself  clear,  Senator  Shortridge,  in  answer  to 
your  Question? 

The  Chaibuan.  I  think  so. 

Senator  Fottcher.  My  own  idea  in  connection  with  this  bill  was  that  a  large 
portion  of  the  work  had  been  done  already  when  you  orgranized  your  bankg, 
Avhen  you  ^ot  the  system  in  operation,  your  plans  all  adopted,  your  circulars 
aud  instructions,  etc.,  all  issued ;  that  you  had  it  pretty  well  systematized  now, 
and  that  the  princiiml  foundation  work  had  all  been  accomplished.  It  occurred 
to  me  that  in  these  days  when  we  are  tryi^  to  economize  in  every  direction 
that  perhaps  there  was  a  cluince  to  save  some  overhead  expenses  by  redndng 
the  number  of  paid  members  on  this  hoard. 

Mr.  LoBDEix.  The  board  does  not  take  it  as  personal. 

Senator  Fletcher.  I  have  not  the  slightest  feeling  against  the  board,  because 
I  have  the  highest  regard  for  all  of  its  members,  and  always  have  had,  but  It 

was  just  an  effort  to  try  and  save  thirty  or  forty  thousand  dollars  a  yejir — 
the  salary  of  two  members.  $10,0fX)  each,  and  tiieir  clerks,  etc.,  whidti  eacb 
member  has  to  have,  stenoiirapliers.  and  an  oliice  fnvve  of  his  own. 

Mr.  LoBUErj..  Senator,  pardon  me.  I  hope  it  is  not  offensive,  but  you  have 
•entirely  misconceived  the  facts.  The  organization  of  the  system  was  a  burdext^ 
of  course,  and  the  working  out  of  its  details,  but  it  Is  just  as  much  work  to  pick 
up  one  application  for  a  farm  loan  of  $3,000  and  study  it  out.  see  that  the 
applicant  is  eliirihie.  study  tlie  aspects  of  his  security,  see  that  the  security  is 
ixomi — and  we  are  scrutinizing  twice  as  many  loans  every  year  as  we  iuive  had 
applications  for  associations. 

The  Chairman.  Yon  divide  that  work  among  your  members? 

Mr.  LoBDELi^  Oh,  yes. 

Senator  Fletciter.  How  do  you  divide  the  work  now? 

Mr.  LoBDEiJ..  Kou^ihly,  "Mr.  Lever  has  charj^e  of  the  associations,  their  reports, 
the  exanunations,  the  granting  of  charters,  and  the  various  proI)lems  that  they 
raise;  Mr.  Joyce  has  charge  of  the  banks,  their  reports,  tiieir  examinations, 
and  the  office  personnel;  Capt.  Smith  has  charge  of  the  appraisals  and  the 
examination  of  securities;  I  devote  myself  to  such  work  as  devolvos  naturally 
on  th(»  executivi*  offu'(T  of  an  oriranixatiou  aud  to  the  sale  of  farm-loan  boud^ 
and  the  tlisbursement  of  the  funds. 

Senator  Fletcher.  How  much  office  force  have  you  now — the  whole  board, 
I  mean? 

Mr.  JoY(  E.  Tlie  entire  force,  ttie  personnel  of  the  office? 

Senator  Fischer,  Tes. 

Mr.  Joyce.  T  can  not  j^cive  yon  the  exact  ti^ures :  I  think  84  or  35- 

Senator  Fletchek,  Then  you  select  the  officers  of  the  hanks? 

Mr.  LoBUEix.  During  the  period  of  temporary  organization,  which  is  continued 

Iqr  the  Hollls  resolution,  and  we  would  always,  of  course,  select  the  Crovemraent 

rcfireamitatives  in  the  organisation. 
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Senator  Flktcher.  Do  you  gentlemen  all  feel  that  you  have  each  of  you  got 
your  hands  full— that  is  the  main  thing;  or  could  you  get  along  without  so 
many  members  of  the  board  and  accomplish  the  same  results?  You  said  vou 
could  do  it  with  one  man.  Would  that  mean  that  the  one  would  have  to  emuloy 
additional  help? 

Mr.  LoBDELL.  To  illustrate,  the  Attorney  General  renders  more  opinions  than 
the  Supreme  Court  of  the  United  States,  and  it  costs  twice  as  much  to  main- 
tain the  Attorney  General's  office  as  it  does  to  pay  the  salaries  of  the  members 
of  the  Snpreme  Gonrt. 

The  Chairman.  Do  I  infer  that  you  mean  this,  that  one  man  could  be  the 
head  of  this  board,  but  if  so  he  would  have  to  employ  eom^tent  mm — — 

Mr.  LoBDELL.  That  is  what  I  mean. 

Tlie  Chairman.  To  do  this  necessary  work.   Is  that  what  you  mean? 
Mr.  LOBDEXX.  To  whom  he  would  delegate  the  tasks  that  we  now  apportion 
among  oiirselves. 

Senator  Glass.  Would  that  one  man  necessarily,  or  even  probably,  reflect  the 
sentiment  and  the  requir^euts  of  the  great  farming  communities  throughout 
the  United  States? 

Mr,  LoBDELL.  Senator,  he  would  be  a  Leonardo,  if  he  did. 

The  Chaibman.  A  superman. 

Mr.  LoBDELL.  Senator,  I  take  credit  of  b^ng  a  man  of  average  intelligence, 

but  I  find  myself  daily  corrected  by  my  associates.  Every  day  we  correct  some 
other  one.  That  is,  we  have  different  ideas.  One  time  it  would  be  the  judg- 
ment I  would  have  rendered  on  a  proposition  wliich  hud  been  sent  up  to  me 
by  a  subordinate,  but  on  discussing  it  with  my  associates  I  concluded  that  it 
would  have  been  an  erroneous  judgment.  I  do  not  know  of  any  one  man  or 
any  two  men  that  are  big  enough  

The  Chairman.  Personally,  I  think  that  the  great  West,  the  far  Western 
States,  are  well  pleased  to  have  a  member  on  tliis  board* 

Mr.  LoBDEix.  That  is  true,  of  course,  of  the  South. 

The  Chaibhan.  And  I  can  well  suppose  that  the  Southland  feels  the  same, 
as  one  of  the  sections  of  our  vast  territory. 

Mr.  LoBDELL.  The  agriculture  of  the  country  lather  dividea  itself,  strangely, 
into  about  four  sectional  divisions. 

Tlie  Chaikman.  The  other  day  there  was  some  statement  put  in  showing  the 
cost  of  other  departments,  and  I  gather,  if  not  intended,  the  effect  of  it  was 
rather  to  show  that  this  board  was  top-heavy  in  point  of  overhead  charge,  as 
compared  with  other  departments.  Are  you  familiar  with  that? 

Mr.  LOBDELL.  As  I  understand  it,  there  was  a  comparison  made  with  the  In- 
ternal Revenue  Department.  I  got  that  from  some  source.  T  asked  my  col- 
league, Mr.  Joyce,  to  ascertain  the  number  of  employees  and  salaries  in  the 
Internal  Revenue  D^artment.  Have  you  got  that? 

Mr.  Joyce.  I  don't  know  whether  I  have  the  figures  here  or  not.  Yes;  I  have 
ttiem.  In  the  city  of  Washinj^ton  alone  there  are  ^4  officials  drawing  salaries 
of  ^S.(m  per  annum  and  above.  Amon^  these  are  33  at  $4,500  per  annum,  14 
at  $4,800,  20  at  $5,000,  7  at  .s;(i.O0O,  3  at  $7,500,  and  2  at  $10,000. 

The  Chaibman.  What  department  is  that? 

Mr.  Joyce.  The  Internal  Bevenne.  That  is  under  one  head;  that  was  the 

analogy. 

Senator  P^letcher.  Does  each  memher  of  the  board  have  his  own  office,,  with 
a  stenographer  and  clerks  imder  him? 
Mr.  LoBDELL.  Yes, 
Mr.  Joyce.  No  clerks. 

Mr.  LoBDEix,  Each  member  has  a  private  secretary,  which  is  a  combination 

clerk  and  stenographer— just  one  each.  In  my  office,  which  is  naturally  more 
visited  than  the  others,  I  have  a  desk  man  who  does  other  work. 

Senator  Fletcher.  Capt.  Smith,  what  do  you  tliiuk  about  it?  Do  you  feel 
there  is  a  need  for  four  members  on  the  board? 

IVfr.  SMrrH.  I  can  not  see  where  the  saving  comes  in.  If  you  take  off  two 
members  you  must  substitute  them  with  somebody.  You  must  not  figure  that 
$20,000  is  savetl.   If  you  take  two  off  you  nujst  put  on  somebody  to  do  the  work. 

Senator  Fletchek.  That  would  be  true  unless  there  is  not  enou^jh  work  to 
occupy  the  time  of  the  four  members.  If  the  work  that  is  being  done  by  the 
four  can  be  done  by  two,  then  you  would  save ;  otherwise  you  would  not. 

Mr.  SiriTH.  That  is  the  point,  right  in  ihere.  Xtiere  will  have  to  be  some 
others  put  on  to  do  the  work. 
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Senator  Fletcher.  You  do  not  think  it  would  save  anything  by  reducins  the 
number  of  memb^  of  the  board?  ^ji.^*^  ujf  iwucmis  m 

Mr,  SujTH.  I  do  not ;  no»  sir. 

Senator  Flktc  hek.  I  have  no  further  questions. 

The  Chaikman.  May  I  ask  .1nst  a  question?    During  the  oeriod  when  fh^ 

pending  their  determlnat  on,  you  suspended  active  opeiali.jns.  did  vou  not' 

Mr.  LoBDKix.  Yes ;  as  far  as  maUng  the  loans  was  concerned.  Of  course  we 
could  not  susrjend  colleot  ons  and  keying  op  the  insurance.  But  we  suspend^ 
loaning  activities  aItoj:ether.  ^ij^^ws^m. 

The  Chaikman  Durhig  that  period  were  you  able  to  curtail  expenses' 
^1        ^"^"^^u  .ir'  "^^'^  P*^i'«*>i^"el  "  in  two  in  the  inuldle,"  and 

^^nsed  With  the  aervlees  of  a  secretary,  wliich  we  thought  could  be  done. 
Mr.  Joyce  took  hold  of  that  work,  and  by  his  supervision  of  timt  we  found  that 
by  addin?:  only  three  or  four  employees  when  we  got  back  to  work,  we  got  along 
very  nicely  We  are  ^vtting  alon-  now  with  something  like  20  less  than  we 
originally  did,  because  of  the  attention  to  details  which  Mr.  Joyce  gives 
^JT^^^^^^^'  Did  any  complaint  come  to  you  before  the  shutting  down 
and  the  curtailment  of  expenses*  touching  the  number  on  the  board?  Or  was 
tn^  any  coinplalnt  came  up  from  any  source? 

Mr.  LoHDKLL.  No;  I  never  heard  the  question  raise  itself.  There  is  a  littJe 
history  connected  with  that  which  would  illustrate  it,  if  you  really  want  it 

The  Chairman.  What  do  you  mean?  ^  ^ 

Mr.  Lever.  I  really  do  not  think  it  is  a  matter  of  enough  importance  to  be- 
come a  part  of  the  record. 

The  Chairman.  At  any  rate,  prior  to  the  relieving  of  certain  onployees  m 
assistants,  you  heard  no  conii)laint,  or  no  con^»lalnt  eame  no  to  yoiL  resDectinir 

the  membership  of  the  board? 

Mr.  LoBUEEX.  So  far  as  we  know,  the  question  had  never  arisen.  In  connec- 
tion with  that  it  seems  to  me  that  on  the  part  of  some  of  our  employees  a  threat 
was  made  that  this  agitation  would  begin. 

The  Chaikman.  At  any  rate,  an  a.tcitation  did  begin? 

Mr.  LoBDELT^  Yes.    I  do  not.  of  o(t\ir>ie,  attribute  any  of  it  to  Senator  Fletcher, 
The  Chaibhan*  I  merely  wanted  to  know  when  this  question  was  raised. 
Mr,  LOBDELL.  I  do  not  know  whether  you  gentlemen  want  to  know  or  cure 
to  know  

The  CiTATRMAx.  Personally,  speaking  for  myself,  I  merely  want  to  get  at  the 
facts.    The  motives  which  inspire  movements  may  be  quite  immaterial. 

Senator  Flktchkk.  It  is  simply  a  question  of  di^jposing  of  it  on  its  merits,  as 
to  practical  actual  conditimis.  It  does  not  matter  how  it  started.  The  ques- 
tion is  whether  or  not  it  is  meritorious. 

The  Chairman.  That  is  true.  Am  I  to  understand,  Judge,  that  the  board 
as  now  constituted  is  kept  bu8(y  in  thoughtful  work  in  order  to  cany  out  the 
purposes  of  this  law? 

Mr.  LoBDEiX.  I  should  answer  yes.  unhesitatingly,  to  that;  not  only  in 
thoughtful  work,  but  In  a  great  mass  of  detail,  to  which  we  find  it  necessary  to 
give  personal  attention. 

The  Ohaika[an.  Putting  the  matter  negligibly  a  m^bership  m  this  board  is 
not  a  sinecure? 

Mr.  LoBDEix.  I  have  not  found  it  so.  Senator. 

Mr.  Lever.  May  I  add  this.   Senator  Glass  r^embers  me  as  a  Member  of 

CSongress.  and  for  six  years  as  a  chairman  of  the  Committee  on  Agriculture.  I 
ttdnk  therefore  I  can  qualify  as  to  what  a  man  ought  to  do  in  the  way  of 
mental  and  physical  labor.  I  thouglit  Senator  Glass,  out  of  the  kindness  of 
his  heart,  as  Secretary  of  the  Treasury,  was  really  handing  lue  something 
that  would  let  me  rest  a  little  bit,  after  six  years  of  hard  labor.  I  had  not 
been  on  the  board  two  weeks  before  I  became  ooUTinced  of  tiie  fact  that  he 
had  given  me  a  real  man's  job,  and  I  have  since  found  liiat  was  the  case. 
That  will  express  my  feeling  in  the  matter. 

Mr.  LoBDELL.  Let  me  suggest  in  connection  with  the  question  concerning  a 
member  of  the  Cabinet,  that  we  have  not  had  opportunity  to  confer  with  Secre- 
tary Mellon  since  this  matter  was  called  to  our  attwtion ;  so  in  that  s^ise  we 
do  not  speak  for  him. 
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(By  direction  of  the  chairiiuiu  the  following  data  is  incoiiJoiated  in  the 
record:) 

ToUl  loans  apphed  for  from  Apr.  1,  1921,  to  June  30,  1921  |103, 322, 4«1 

Total  applications  now  pending.   113, 231, 700 

Loans  closed  from  May  1  to  September  30,  l)y  land  bank  districts: 


Sprinsrfield   $1, 499,  300 

Baltimore   1, 351,  700 

Columbia   4, 999,  700 

Louisville  :   5,425,800 

New  Orleans.:   3,  317,  250 

St.  Louis..:   3,784,900 

St.  Paul   4,245,200 


Omaha   $4. 197,  500 

Wichita    3^803,500 

Houston  -   4,132,300 

Berkeley-....   1,561,600 

Spokane   4,687,400 


Totarl   43,006,150 


The  Chairman.  That  is  all  for  to-day,  and  we  will  adjourn,  to  meet  agaia 

the  call  of  the  chairman. 

(Whereupon,  at  1.30  o'clock  p.  m.,  the  subcommittee  adjourned,  subject  to 
the  call  of  the  chairman.) 
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